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MOM, APPLE PIE, AND WORKING FOR AMER- 
ICA: ACCOUNTABILITY AND REWARDS FOR 
THE FEDERAL WORKFORCE 


WEDNESDAY, OCTOBER 5, 2005 

House of Representatives, 

Subcommittee on Federal Workforce and Agency 

Organization, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2154, Rayburn House Office Building, Hon. Jon C. Porter (chair- 
man of the subcommittee) presiding. 

Present: Representatives Porter, Davis of Virginia (ex officio), 
Norton, and Van Hollen. 

Staff present: Ronald Martinson, staff director; Chad Bungard, 
deputy staff director/chief counsel; Christopher Barkley and Shan- 
non Meade, professional staff members; Patrick Jennings, 0PM 
detailee/senior counsel; Chad Christofferson, LA/clerk; Mark Ste- 
phenson and Tania Shand, minority professional staff member; and 
Teresa Coufal, minority assistant clerk. 

Mr. Porter. Good morning. I would like to bring the meeting to 
order of the Subcommittee on the Federal Workforce and Agency 
Organization. Good morning, everyone. Mr. Gage is supposed to 
bring donuts and coffee. John, where are you this morning? John 
you are supposed to bring donuts and coffee for everyone. You were 
late. Next time. 

Welcome, everyone. I appreciate you being here. As I mentioned, 
I would like to bring the meeting to order. We do have a quorum 
present. 

Working for America is a wonderful privilege and a great respon- 
sibility, something that I take very seriously, and I know that most 
Federal employees feel the same way. 

The work of Federal employees affects almost every aspect of our 
daily lives, from sending a timely Social Security check to protect- 
ing our country from terrorist attacks. Each aspect is important as 
millions of taxpayers rely on the Federal Government to provide 
them with service that is responsive, efficient and accountable. 
That is why it is important to review ways in which improvements 
can be made to the current system so the Federal Government can 
better serve the American people. 

Recently the administration released a discussion draft of a com- 
prehensive government-wide reform personnel bill titled the Work- 
ing for America Act, and I should emphasize that the Working for 

( 1 ) 
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America Act is a draft proposal. The proposal has not been intro- 
duced as a bill and that is another reason why we are here today 
as we move forward looking at legislation so we can have every- 
one’s ideas and suggestions before that bill is introduced. 

We are here today to discuss the proposal in its current form and 
exchange some ideas about how to improve its provisions. I believe 
that a full, open and fair hearing should be held on this matter be- 
fore a bill of this magnitude is introduced. I am hear to listen to 
all sides and all viewpoints with an open mind. 

I know that we will hear from some groups today that say no 
change is needed and that everything is working just fine, but 
there are some glaring problems with the current system. For one, 
high and low performers get the same annual pay increases. This 
is something that does not sit well even with the majority of Fed- 
eral employees. According to a 2004 Federal human capital survey, 
employees are not satisfied with the recognition they receive for 
doing a good job and are not happy with the fact that steps are not 
taken to deal with a poor performer who cannot or will not improve 
and the differences in performance are not recognized. Who can be 
against a fair process that rewards the star performers and effec- 
tively deals with the poor performers? 

Second, we now live in a world where agency performance mat- 
ters more than ever, but agency performance always has mattered. 
The Katrina disaster itself demonstrated the need for high per- 
forming agencies and leadership in those agencies. Unfortunately, 
our current Federal personnel system does not always encourage 
efficiency or hard work. 

Any proposal that allows agencies to better manage, develop and 
reward its employees to better serve the American people should 
be seriously considered. Better performing employees mean a bet- 
ter performing agency, which means that taxpayers are getting the 
biggest bang for their buck. 

Third, the Federal Government needs to be better able to attract 
and retain quality employees, but we need to make sure that every 
agency has the same ability to attract and keep quality employees. 
The new personnel systems at DHS and DOD will place over half 
the government under alternative personnel systems within a short 
time. Agencies without modern, flexible personnel systems are 
going to be at a competitive disadvantage in the areas of recruit- 
ment and retention in relationship to the private sector and in rela- 
tionship with agencies with flexible personnel systems. 

I understand that change can be difficult and that there are lots 
of concerns out there about moving into a new personnel system. 
I ask that everyone here maintain an open mind in how we can im- 
prove the current system, and when I say an open mind, I encour- 
age all those that testify today, although you may have parts of the 
draft that you support, I also would like to hear your ideas on what 
we can do better to make it better. This is not just about a session 
to complain about a draft. It is a session to provide very honest and 
very blunt discussion on what we can do to help our Federal em- 
ployees but, more importantly, the taxpayers. 

As I said, I hope that everyone has an open mind on how we can 
improve the system, and I look forward to hearing from the distin- 
guished group before the subcommittee today. We are privileged to 
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have some very knowledgeable people here today who will bring 
different points of view to this proposed legislation, and I look for- 
ward to our discussion and would like to move to a few procedural 
matters at this time. 

I ask unanimous consent that all Members have 5 legislative 
days to submit statements and written questions for the record, 
that any answers to written questions provided by witnesses also 
be included in the record. Without objection, so ordered. 

I ask unanimous consent that all exhibits, documents and other 
materials referred to by the Members and the witnesses may be in- 
cluded in the hearing record and that all Members be permitted to 
revise and extend their remarks. Without objection, so ordered. 

It is the practice of the subcommittee to administer the oath, 
which I will do here in a moment, but first I would like you to rec- 
ognize my Congresswoman for any opening remarks. Good morn- 
ing. 

[The prepared statement of Hon. Jon C. Porter follows:] 
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“Mom, Apple Pie, and Working for America: Accountability and 
Rewards for the Federal Worlforce ” 

Subcommittee on the Federal Workforce and Agency Organization 
Chairman Jon C. Porter 

October 5, 2005 

Working for America is a wonderful privilege and a great responsibility. It is something 
that I take very seriously and I know that most Federal employees feel the same way. The work 
of Federal employees affects almost every aspect of our daily lives - from sending a timely 
social security check to protecting our country from terrorist attacks. Each aspect is important, 
as millions of taxpayers rely on the Federal government to provide them with service that is 
responsive, efficient and accountable. That is why it is important to review ways in which 
improvements can be made to the current system so that the Federal government can better serve 
the American people. 

Recently, the Administration released a discussion draft of a comprehensive government- 
wide reform personnel bill, titled the Working for America Act. I should emphasize that the 
Working for America Act is a draft proposal. The proposal has not been introduced as a bill. We 
are here to discuss the proposal in its current form, and to exchange some ideas about how to 
improve its provisions. I believe that a full, open and fair hearing should be held on this matter 
before a bill of this magnitude is introduced. I am here to listen to all sides and all viewpoints 
with an open mind. 

I know that we will hear from some groups today that say no change is needed and that 
everything is working just fine. But, there are some glaring problems with the current system. 

For one, high and low performers get the same annual pay increases. This is something that does 
not sit well even with the majority of Federal employees. According to the 2004 Federal Human 
Capital Survey, employees are not satisfied with the recognition they receive for doing a good 
job, are not happy with the fact that steps are not taken to deal with a poor performer who cannot 
or will not improve, and that differences in performance are not recognized. Who can be agair^t 
a fair process that rewards the star performers and effectively deals with poor performers? 
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Secondly, we now live in a world where agency performance matters more than ever - 
but agency performance always matters. The Katrina disaster itself demonstrated the need for a 
high performing agency. Unfortunately, our current Federal personnel system does not always 
encourage efficiency and hard work. Any proposal that allows agencies to better manage, 
develop and reward its employees to better serve the American people should be seriously 
considered. Better performing employees mean a better performing agency, which means that 
taxpayers are getting the biggest bang for their buck. 

Third, the Federal government needs to be better able to attract and retain quality 
employees, but we need to make sure that every agency has the same ability to attract and keep 
quality employees. The new personnel systems at DHS and DoD will place over half the 
Government under alternative persormel systems within a short time. Agencies without modem 
flexible personnel systems are going to be at a competitive disadvantage in the areas of 
recruitment and retention in relationship to the private sector and in relationship with agencies 
with flexible personnel systems. 

I understand that change can be difficult and that there are a lot of concerns out there 
about moving into a new personnel system. I ask that everyone here maintain an open mind on 
how we can improve the current system and I look forward to hearing from the distinguished 
group before the Subcommittee today. 



6 


Ms. Norton. Thank you very much, Mr. Chairman. I am very 
pleased to he of service with you in Washington. I appreciate, Mr. 
Chairman, that before this bill is final that you’re having another 
hearing. 

In case its controversial nature was not clear on the face of it, 
it should be noted that the — one of our appropriation committees, 
the House Transportation-Treasury Appropriation Committee, 
withheld funding, the funding requested by 0PM, to continue to 
overhaul the civil service. Now that is the appropriation committee, 
which would have no reason, it seems to me, to do that, nor would 
the hesitation of the Senate be so clear if this were easy. 

Mr. Chairman, I am not at odds with what is being undertaken 
here. I simply begin with an appreciation for the uniqueness of the 
system and how difficult it is. Now, if you want to change the sys- 
tem so that it looks like your local largest corporation, we can try 
to do that. But let me tell you something. Your local largest cor- 
poration, wherever members may in fact reside, do not operate in 
the system under the Constitution of the United States. It requires 
due process, at the same time there is collective bargaining. 

The size of the work force and the unique strictures under which 
it operates presents a fascinating challenge, but we have to take 
the challenge and not simply imitate what we see in the larger 
community. I served on the board of three Fortune 500 companies. 
Two are unionized. One was not. They don’t have the same issues, 
and they don’t have the same problems. And they are able to oper- 
ate in a way that this committee and that the Congress of the 
United States must come to grips with. 

We have the problems that have been outlined by this sub- 
committee. The fact that there has already been a court decision 
overturning a major section of what we have done is more than a 
shot across the bow. It is an indication that there is still a lot of 
work to do and that we have not grasped the functional and the 
intellectual challenge that this presents. 

I compare it, Mr. Chairman, to those who approach September 
11th not knowing what to do, recognizing we had a specific chal- 
lenge, and realizing we had to keep our society safe. And so their 
first instinct was to close down everything. Well, there is a way to 
do this. 

The Constitution of the United States isn’t going to let you do it. 
There is no wording by the Congress that can overcome certain 
problems that are present in the — what do we call it — this act, the 
act I want to for the record say it correct. Working for America Act. 

Understand that we have already taken most of the work force 
and by statute of the United States passed by both Houses in fact 
done what this act would seek to do for the entire work force. You 
would think that having done that so recently the first thing you 
want to do is look very closely — since you have the largest section 
of the work force in the first place, what better laboratory to look 
at what you have accomplished to correct your mistakes? 

I chaired a very controversial agency at the time it was on its 
knees, the Equal Employment Opportunity Commission, and I 
knew that the agency had to be changed from top to bottom. Well, 
I didn’t do anything like what we do here, which is take the more 
than half of the offices and just change them. We took three offices. 
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tried every single change we were trying to do, see if those changes 
worked, and after in fact being informed by practice, created a sys- 
tem that worked. 

I don’t see us doing that here. Let’s look at Judge Collier’s deci- 
sion, which focused on collective bargaining. Well, you can’t collec- 
tive bargain everybody. You can’t simply redefine collective bar- 
gaining in the United States of America today, to quote what the 
judge said, when good faith bargaining leads to a contract that one 
side can disavow. Without remedy, the right to engage in collective 
bargaining is illusory. 

Now, you can try to abolish collective bargaining but you can’t 
get around what in fact collective bargaining means in the law. 
And we can’t get out of what it has come to mean and what we 
ourselves have over the decades reinforced as its meaning in the 
Federal sector, just to give one aspect, because we are trying to 
change everything in this bill: Pay, job classification, labor-manage- 
ment relations, adverse actions and appeals. Good luck. 

Doing all of that in most of your work force, we have already 
done that in the DOD, and now you’re facing whether you’re going 
to appeal or not a decision that has come down. Very clear, the 
trial judge left part of the system in place and was very clear what 
had been done with the rest of it. 

Essentially what we did was to redefine collective bargaining. We 
redefined it out of existence. One side could do what it wanted to 
do. DOD and HHS, we can do because, we confront emergencies, 
what it is we have to do. And yet, in this bill, Mr. Chairman, there 
is language, amazing language, a language that would give agen- 
cies, period, we are not even talking about DOD or HHS, which 
used the pretext of emergency perhaps when it sees fit, but we are 
talking about any agency that can take action without collective 
bargaining, in order to prepare for, practice for or prevent any 
emergency, which is very broadly defined. 

Well, you know, you know even a king doesn’t have that author- 
ity. And I don’t think in a democracy we want to give any agency 
head the right to decide, “I said it is an emergency, it is an emer- 
gency. So I am going to do what I want to do and nobody has any 
say.” 

You can’t run the Federal Government that way, and what we 
are doing is getting ourselves deeper and deeper into a situation 
where everything we do is in fact going to be tested in the courts. 

So I understand that one of the great remedies for all this is just 
train everybody and you don’t have to care about all the rest of it. 
Well, you can’t train everybody out of the right to collective bar- 
gaining. You can’t train everybody out of how to make sure that 
when you give pay increases you do not in fact engage in discrimi- 
nation that will not take you to court. You have to have a system 
that does that and that enables people to work it. 

We do not have such a system today. I am with you, Mr. Chair- 
man, in trying to see if we can get our way to such a system. 

Thank you very much. 

Mr. Porter. Thank you very much. I like giving my colleague a 
hard time because I do live in the District. So it is always good to 
have two Members here working together. So I appreciate that very 
much. 
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Just a couple of key points. In my position as chairman, I look 
at this very cautiously and I know there is a lot of steps that have 
to take place before we make any major changes. There are many, 
many steps. We also need to look closely at some of the successes 
and some of the failures throughout the system through the years. 
But the bottom line is we are looking at a personnel system that 
was created in the forties. So for those that are opposed to the con- 
cept of what may well be in this particular act, and I said in my 
opening statement, we have to find a better way to treat our Fed- 
eral employees, which in turn can treat our taxpayers — our 
bosses — more efficiently, with more accountability, because the ex- 
pectations are high, as they should be. 

Again, we are looking at a personnel system that was created in 
the forties. Whether the draft before us is the solution is yet to be 
determined, and that is why we are here today. 

We are in a global economy, a global market, where even in tech- 
nology it is dog years. Everybody’s computer is obsolete by the time 
we plug it in, technology is in dog years, seven for every one. The 
same with the way we deliver our services. As many of you have 
heard me say before, probably a large share of the time of every 
Member of the Congress in their district offices is trying to provide 
service to our constituents because of their frustration with the sys- 
tem. They are frustrated. Our taxpayers, our bosses, our constitu- 
ents, our friends and neighbors are frustrated. They call an 800 
number and no one answers. They get put on hold and it takes 
them 30 days to get an answer on certain problems. 

So as Members of Congress, we see firsthand the challenges for 
our constituents, but we also see those Federal employees that are 
doing a great job, and we need to find a way to reward those folks 
that are doing a great job. So today we have some experts with us. 
We are going to talk about better ways to encourage our personnel 
so we can keep our personnel as we move into this global economy 
and global market with high expectations, as our bosses should ask 
for. 

Again I thank you all for being here. I would like to first have 
all the witnesses stand so we can do the proper protocol and ad- 
minister the oath. So actually all witnesses, please. 

[Witnesses sworn.] 

Mr. Porter. Let the record reflect that the witnesses have an- 
swered in the affirmative and have been seated. I would like to 
highlight the fact that we have so many folks here today to express 
their perspective and expertise. If we can hold our comments to the 
5 minutes, we will of course have an opportunity for questions and 
answers and if time doesn’t permit we will ask for you to submit 
your answers in writing. But it is imperative because of limited 
time and the number of folks that we limit ourselves to 5 minutes. 

So in our first panel we will hear from Director Linda Springer 
from the Office of Personnel Management and Comptroller General 
David M. Walker of the U.S. Government Accountability Office. 

So Director Springer, we thank you and look forward to your tes- 
timony. 
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STATEMENTS OF LINDA M. SPRINGER, DIRECTOR, U.S. OFFICE 

OF PERSONNEL MANAGEMENT; AND DAVID M. WALKER, 

COMPTROLLER GENERAL, U.S. GOVERNMENT ACCOUNT- 
ABILITY OFFICE 

STATEMENT OF LINDA M. SPRINGER 

Ms. Springer. Good morning, Mr. Chairman and members of the 
subcommittee, I want to thank you for the opportunity to discuss 
the administration’s legislative proposal for improving personnel 
systems in the Federal Government. 

Simply stated, the Working for America Act will require agencies 
to better manage, develop and reward employees to better serve 
the American people. 

This act will establish a government-wide personnel system that 
creates an environment where employees have the greatest oppor- 
tunity to reach their full potential. Under the proposal, individual 
employees will be provided clear performance goals, managers who 
can help them to be successful, and performance and market-based 
pay. 

An employees’s career and pay potential should be determined by 
achievement, not by the passage of time or obsolete job classifica- 
tions. But today it takes employees up to 18 years to reach the top 
of a General Schedule pay grade regardless of how well they per- 
form. 

Our proposal establishes a process for implementing a system 
that recognizes and rewards performance. Each agency will design 
its individual plan for using the flexibilities once the general au- 
thorities are approved. However, no agency will be able to use the 
pay features in the bill until 0PM certifies that agency’s readiness. 

Our proposed legislation recognizes that enhancements to per- 
sonnel systems must be made within the context of core values, 
principles and protections that characterize our American Civil 
Service. Reform can be accomplished while fully preserving core 
principles and protections. In fact, the Working for America Act 
promotes merit system principles by putting them into practice 
more broadly. 

Personnel systems that make it more likely that employees reach 
their full potential will soon cover more than half of the Federal 
work force. The rest should be afforded similar opportunities. The 
Working for America Act ensures that the remaining agencies are 
not left at a competitive disadvantage. 

Let me summarize the central elements of the Working for Amer- 
ica Act. First, the Civil Service system must preserve core Civil 
Service principles. The act does just that. 

Second, under the Working for America Act provisions 0PM 
would establish a core compensation system for the Federal Gov- 
ernment, would define broad groups of like occupations, as well as 
pay bands within each group that represent clearly distinct levels 
of work. In this core system, market-based pay would constitute a 
significant portion of pay adjustments with the balance allocated 
on the basis of individual performance. 

Third, today even poorly performing employees receive a General 
Schedule increase across the board and locality pay increases. The 
Working for America Act would make those increases within a par- 
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ticular band performance based in the sense that only employees 
who are at least fully successful would receive those adjustments. 

In addition, our proposal would bar pass/fail appraisal systems 
for all but entry/developmental jobs but, as is the case today, would 
provide agencies with flexibility in designing their performance ap- 
praisal systems and would require 0PM to certify that an agency’s 
performance adjustment plan meets the high standards that Con- 
gress will set before that agency is permitted to move to a perform- 
ance-based pay system. 

As I noted. Federal pay systems that include performance based 
pay are not new at all. They have existed inside the Federal Gov- 
ernment for 25 years and today cover over 90,000 Federal employ- 
ees. And I would note that does not include the DHS or DOD legis- 
lation. These are other programs that have been around as long as 
25 years. 

These systems already apply to the same kinds of work and 
workers that the current General Schedule covers. The results and 
trends have been positive across those systems and we have looked 
to the lessons learned from those systems as we have developed the 
Working for America Act. 

The Working for America Act ensures that Federal unions retain 
core collective bargaining rights. The legislation modifies Federal 
labor relations statute to clarify essential management preroga- 
tives but preserves the important role and rights of unions in the 
Federal labor relation system. 

These modifications in labor-management are much, much nar- 
rower in their scope than the flexibilities granted to the Depart- 
ment of Homeland Security, and I want to underscore that. Let me 
iterate that an agency will not be able to use pay flexibilities in the 
bill until 0PM has certified that agency’s readiness. To help agen- 
cies in that regard, 0PM is leveraging its leadership of the human 
capital initiative of the President’s management agenda. 

Starting in 2006, agencies will be required to develop and expand 
robust performance management systems for a defined segment 
within the agency. In other words, agencies must demonstrate that 
the site is ready to link pay for performance appraisal system with 
the expectation that such improvements will expand and continue 
throughout the agency. 

We are fully aware that 0PM will have a critical role in ensuring 
the success of the Working for America Act. We recognize agencies 
will look to us for guidance and assurance from implementation 
and certification and beyond. You and, very importantly, the men 
and women of the Federal work force can be sure of the Office of 
Personnel Management’s commitment to being fully prepared to 
carry out those responsibilities. 

Mr. Chairman, that concludes my testimony. I would be glad to 
answer any questions. 

[The prepared statement of Ms. Springer follows:] 
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Good morning, Mr. Chairman and Members of the Subcommittee. I want to thank you 
for the opportunity to appear before you today to discuss the Administration’s legislative 
proposal for improving personnel systems in the Federal Government. 

Simply stated, the Working for America Act will require agencies to better manage, 
develop, and reward employees to better serve the American people. 

The current personnel system was designed in the late 1940s to maintain 
Goveramentwide consistency for similar jobs based on the principle of the same pay for the 
same job, with on-the-job longevity serving as a surrogate for performance. However, today’s 
workforce is far less uniform than it was 50 years ago, with federal employees performing a 
wider range of roles at different proficiency levels. Today, agencies must be able to manage, 
develop and reward employees as the professionals they are. 

American citizens expect the Federal Government to achieve results and better utilize 
their taxpayer dollars. The goals of individual employees must be tied in a meaningful way to 
agency missions. Further, individuals deserve to know how their performance contributes to that 
mission. 

The Working for America Act will establish a Govemmentwide personnel system that 
creates an environment where employees have the greatest opportunity to reach their full 
potential. Under the proposal, individual employees would be provided clear performance goals, 
managers who can help them be successful, and performance- and market-based pay. 

A system that values performance and potential must also ensure accountability. The 
public expects it, as do Federal employees. The 2004 Federal Human Capital Survey reveals that 
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only 27 percent of Federal employees believe steps are taken to deal with poor performers and 
only 29 percent believe differences in performance are recognized in a meaningful way. 

An employee’s career (and pay) potential should recognize achievement and not be 
determined by the passage of time or obsolete job classifications. For example, General 
Schedule pay grades were defined by a law that has remained largely unchanged since the 
middle of the last century and serve as a legacy of the industrial age. It takes employees up to 18 
years to reach the top of a General Schedule pay grade, regardless of how well they perform. 

Our proposed legislation recognizes that enhancements to the personnel system must be made 
within the context of the core values, principles, and protections of the American civil service. 
Reform can be accomplished while fully preserving core principles and protections. In fact, the 
Working for America Act promotes merit system principles by putting them into practice more 
broadly. 

Personnel systems that make it more likely that employees reach their full potential will 
soon cover more than half of the Federal workforce. The rest should be afforded similar 
opportunities. The Working for America Act ensures that remaining agencies are not left at a 
competitive disadvantage. 

The proposal establishes a responsible process for implementing these changes. Each 
agency will design its individual plan for using the flexibilities once the general authorities are 
approved. In particular, no agency will be able to use the pay features in the bill until 0PM 
certifies the agency’s readiness. We have worked closely with the Chief Human Capital Officers 
Council in identifying these needed authorities. They support these flexibilities and 
acknowledge they will be fully accountable for ensuring their successful implementation. 

Let me summarize the central elements of the Working for America Act: 

Preserving Core Ideals 

The civil service system must preserve core civil service principles. 

The Homeland Security Act preserved these ideals in law for employees in the 
Department of Homeland Security (DHS), and they are similarly prescribed for the National 
Security Personnel System (NSPS) in the Department of Defense (DOD). In each of those 
legislative initiatives, Congress recognized the key role OPM must play to provide overall 
coordination and oversight of decentralized human resources management systems that fulfill the 
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merit system principles and preserve the fundamental values woven into the fabric of the civil 
service. The Working for America Act reflects the same commitment to those values and ideals. 
The legislation articulates OPM's modern leadership and stewardship responsibilities by revising 
chapter 1 1 of title 5, United States Code, to reflect OPM's role in coordinating decentralized 
agency human capital management strategies while ensuring they continue to comport with core 
system requirements and parameters. 

Establishing a Results-Driven, Market-Based Pay System 

A pay system is needed that does a better job of reflecting differences in occupations, 
locations, and unique agency requirements. The General Schedule is ineffective in this regard, 
with its rigid, "one size fits all" approach masking often dramatic disparities in the market value 
of different Federal jobs. 

Under the Working for America Act’s provisions, OPM would establish a core 
compensation system for the Federal Government, defining broad groups of like occupations 
(such as law enforcement or science and engineering), as well as pay bands within each group 
that represent clearly distinct levels of work. In this core system, market-based pay would 
constitute a significant portion of base pay adjustments, with the balance allocated on the basis of 
individual performance. 

Today, even poorly performing employees receive General Schedule across-the-board 
and locality pay increases. Further, while today's system provides virtually automatic percentage 
pay increases based on time in grade, the Working for America Act would make all such 
increases within a particular band strictly performance-based. Only those employees who are at 
least fully successful would receive such adjustments. 

In addition, our proposal would: 

• Bar pass/fail appraisal systems for all but entry/developmental jobs, but as is the case 
today, provide agencies with a great deal of flexibility to design their own performance 
appraisal systems; 

• Require OPM to certify that an agency's performance adjustment plan, including the 
operation of its performance appraisal system, meets the high standards Congress has 
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already set for pay-for-performance projects before an agency would be permitted to 
implement the performance-based pay elements of the core compensation system; and 
• Permanently "sunset" the General Schedule and the Federal Wage System by 2010, and 
in anticipation of that event, require agencies to have a plan in place by 2008 for the 
development and deployment of an OPM-certified performance adjustment plan, or to 
adopt a standard OPM system. 


Building on Success 

It is important to recognize that alternative Federal pay systems that include performance- 
based pay are not new at all. 

They have existed in the Federal Government for 25 years and today cover over 90,000 
Federal employees. Taken together, these systems - implemented through demonstration 
projects and under independent authorities - represent a steady progression away from the 
current Governmentwide classification and pay systems toward alternative approaches where 
market rates and performance are central drivers of pay. These performance-based alternative 
systems already apply to the same kinds of work and workers that the current General Schedule 
covers. The alternative pay systems vary in some of their technical details, but share many 
common objectives and practices. Positive results and trends across these systems are clear. The 
lessons learned from their implementation and experience was carefully considered in drafting 
the provisions of the Working for America Act. 

Providing for Labor-Management Reiations, Adverse Actions, and Appeals 

The Working for America Act crafts a careful balance, ensuring that Federal unions 
retain core collective bargaining rights, but precluding them from exercising those rights in a 
way that would deter, divert, or delay managers from meeting their mission. 

The legislation modifies the Federal labor relations statute to clarify essential 
management prerogatives while preserving the important role and rights of unions in the Federal 
labor relations system. Further, these labor-management modifications are much narrower in 
scope than the flexibilities granted to Department of Homeland Security. Bargaining (and 
agreement) in most instances would continue to be required before an agency could act, but only 
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when a proposed management action’s effect on employees is foreseeable, substantial and 
significant in terms of impact and duration. 

Federal employees are accountable to the American people, not only to do their jobs but 
also to comport themselves according to high standards of conduct and performance. If 
employees fail to meet performance expectations, the Working for America Act would provide 
for a simplified and streamlined process that preserves the fundamental due process rights 
Federal employees deserve - including the right to take their case to the Merit Systems 
Protection Board (MSPB) or an arbitrator. It would also require a tough burden of proof for an 
agency to sustain an adverse action (including those taken for poor performance); however, when 
that burden is met, the proposal would require the penalty chosen by the agency be granted 
deference. 

Preparing for Implementation 

An agency will not be able to use the pay flexibilities in the bill until 0PM has certified 
that agency’s readiness. 

To help agencies in that regard, OPM is leveraging its leadership of the Human Capital 
Initiative of the President’s Management Agenda. In 2006, agencies will be required to develop 
and expand robust performance management systems. For a defined segment within the agency, 
evidence must be provided: that employees have clear, written performance expectations; that 
they receive feedback; that their performance is being appraised; and that awards programs are 
being used to reward results. In other words, agencies must demonstrate that the site is ready to 
link pay to a performance appraisal system, with the expectation that such improvements will 
expand and continue throughout the agency. 

OPM will have a critical role in ensuring the success of the Working for America Act. 

We recognize that agencies will look to us for guidance and assurance from implementation and 
certification and beyond. You and, very importantly, the men and women of the Federal 
workforce can be sure of our commitment to being fully prepared to carry out those 
responsibilities. 

This concludes my testimony, Mr. Chairman. I would be happy to answer any questions. 
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Mr. Porter. Thank you very much. You may note that we have 
this little beeper going here. It is the alarm clock to let you know 
that your time is up. Anyway, welcome, Mr. Walker, we appreciate 
you being here. 

STATEMENT OF DAVID M. WALKER 

Mr. Walker. Thank you, Mr. Chairman, Ms. Norton, Mr. Van 
Hollen. It is a pleasure to be back before the subcommittee to talk 
about the draft proposed Working for America Act. Somehow I 
have been thinking about James Brown and Living in America all 
morning. But this is a very serious topic, and I do look forward to 
the opportunity to answering your questions as well. 

Since you have put my entire statement in the record, if I can 
summarize now, I would be pleased to do so. 

Mr. Chairman, each Member of Congress received in February of 
this year this document that was published by GAO. It is called, 
“21st Century Challenges: Reexamining the Base of the Federal 
Government.” This document is based upon decades of work by 
GAO for the Congress, and it provides a clear and compelling case 
that a vast majority of the Federal Government is based upon con- 
ditions that existed in the United States and in the world in the 
1950’s and in the 1960’s, and it includes over 200 questions that 
need to be asked and answered to position us for a more positive 
future. One of those 200 questions relates to the topic that we are 
covering in today’s hearing. 

Based upon all of the experience that we have in analyzing the 
government’s efforts in the human capital area as well as our own 
internal experience, GAO supports the concept of moving forward 
with appropriate human capital reforms and believes that imple- 
menting more market-based and performance-oriented classifica- 
tion and compensation systems across the entire Federal Govern- 
ment is both doable and desirable. 

Importantly, broad based human capital reform in our view must 
be part of a broader change in management strategy and must in- 
volve a number of changes in the performance management sys- 
tems that exist in the Federal Government today. This concept can- 
not be simply overlaid onto the existing and often ineffective per- 
formance management systems that exist in the Federal Govern- 
ment today. 

In addition, organizations need to buildup their basic manage- 
ment capacity and must have adequate resources to properly de- 
sign and effectively and equitably implement more market-based 
and performance-oriented classification compensation systems. 

In our view, before implementing dramatic human capital re- 
forms, executive branch agencies should follow a phased approach 
that meets a “Show me” test, the so-called Missouri test; namely, 
that they have to demonstrate conclusively to 0PM or some inde- 
pendent qualified third party that they have achieved all the condi- 
tions necessary in order to maximize the chance that there can be 
successful implementation before they would have the authority to 
implement new classification and compensation systems. 

This is contrary and different than what was done for the new 
SES pay ranges. In many cases, agencies were given conditional 
approval based upon promises to take actions. That is not accept- 
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able in our view with regard to broad based work force changes. 
The actions must be taken and demonstrated that they are in place 
and functioning before the authority should be operationalized in 
our view. 

We have several observations for your consideration in the draft 
proposal. First, in our view there are two major elements of this 
proposal. The first deals with classification, pay and performance 
management reforms. In our view there is strong conceptual merit 
to moving forward with regard to classification pay and perform- 
ance management reforms. The Federal Government has signifi- 
cant prior experience there, and I think we know what works and 
what doesn’t work and can learn from those lessons. 

We think it is critically important that in making those reforms 
that 0PM has to play a key leadership and oversight role to make 
sure that people deliver on their promises and they are not abusing 
their authorities. We also think it is critically important for the 
Congress to play an active and ongoing role in connection with 
monitoring any of these reforms efforts. 

The second part of the proposal deals with labor-management re- 
lations and adverse actions and appeals. In this area, we believe 
that Congress should move slower and possibly separately from the 
classification pay and performance management reforms. We do not 
have as much experience in this area and in fact some of the great- 
est experience that will be gained relate to the Department of 
Homeland Security and the Department of Defense, and it might 
well be prudent for the Congress to understand how those are im- 
plemented and to learn from the lessons there before moving for- 
ward with broader based reforms in that area. 

A few other quick comments. The definition of emergencies with 
regard to this particular section is very broad and is a matter, I 
believe, of concern. 

Second, there clearly will need to be an adequate pool of re- 
sources available for agencies to be able to modernize their infra- 
structure. And that is something that will have to be addressed. 

Furthermore, to the extent that agencies moved to compensation 
systems that might provide for additional amounts being paid in 
the form of a bonus rather than a base pay adjustment that other- 
wise would have been paid in a base pay adjustment under the old 
Civil Service system, I think it is important that they be given 
credit for CSRS and Federal Thrift Saving Plan purposes for that. 
That would require changing the law. 

And last, I think the target date, as I understand it, on this pro- 
posed legislation is that the current system would expire in 2010. 
My view is it is fine to have a target date, but I believe that there 
should be a conditions based approach, that people should not be 
able to implement these new authorities until they’ve met the con- 
ditions. All these government agencies may or may not meet the 
conditions by 2010. So it is fine to have a target date. But in the 
final analysis people shouldn’t be able to move forward unless and 
until they have met all the conditions whenever that might occur, 
whether it be before or after 2010. 

Thank you very much. 

[The prepared statement of Mr. Walker follows:] 
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“Working for America Act” 


What GAO Found 

GAO supports moving forward with appropriate human capital reforms and 
believes that implementing more market-based and performance-oriented 
pay systems is both doable and desirable. Importantly, broad-based human 
capital reform must be part of a broader strategy of change management and 
performance improvement initiatives and cannot be simply overlaid on 
existing ineffective performance management systems. In addition, 
organizations need to build up their basic management capacity and must 
have adequate resources to properly design and effectively implement more 
market-based and performance-oriented systems. 

Before implementing dramatic human capital reforms, executive branch 
agencies should follow a phased approach that meets a “show me” test. That 
is, each agency should be authorized to implement a reform only after it has 
shown it has met certain conditions, including an assessment of its related 
institutional infrastructure and an independent certification by 0PM that 
such infrastructure meets specified statutory standards. In any event, OPM’? 
and agencies’ related efforts should be monitored by Congress. 

Given the above, GAO has the following observations on the draft proposal. 

• Congress should make pay and performance management reforms the 
first step in govemmentwide reforms. The draft proposal incorporates 
many of the key principles of more market-based and performance- 
oriented pay systems and requires that 0PM certify that each agency’s 
pay for performance system meets prescribed criteria. Going forward, 
OPM should define in regulation what it will take in terms of fact-based 
and data-driven analyses for agencies to demonstrate that they are ready 
to receive this certification and implement new authorities. 

• OPM should play a key leadership and oversight role in helping 
individual agencies and the government as a whole work towards 
overcoming a broad range of human capital challenges. OPM’s role 
would be expanded in several areas under the draft proposal. It is 
unclear whether OPM has the current capacity to discharge these new 
responsibilities. 

• Congress should move more cmitiously in connection with labor 
management relations and adverse actioas and appeals reforms. 

Selected federal agencies have been implementing more market-based 
and perfonnance-oriented pay systems for some time and thus they have 
built a body of experience ju\d knowledge about what works well and 
what does not that allows the sharing of lessons learned. On the other 
hand, the federal government has had far less experience in changes 
regarding labor management relations and adverse actions and appeals. 
Congress may wish to monitor the Departments of Homeland Security’s 
and Defense’s implementiUion of related authorities, including lessons 
learned, before movir^ forward in these areas for the rest of the federal 
government 
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Chairman Porter, Itepresentative Davis, and Members of the 
Subcommittee; 

I appreciate the opportunity to be here today to discuss human capital 
reform and to offer preliminary observations on the Administration’s draft 
proposed “Working for America Act," which is intended to ensure that 
agencies are equipped to better manage, develop, and reward their 
employees. In order to respond to a daunting array of governance and 
fiscal challenges in the 21®* century, the federal government must have the 
institutional capacity to plan more strategically, react more expeditiously, 
and focus on achieving results. Critical to the success of this 
transformation are the federal government’s people — its human capital. 

We have commended the progress that has been made in addressing human 
capital challenges in the last few years. Still, significant opportunities exist 
to improve strategic human capital management to respond to current and 
emerging 21“ century challenges.* For example, the government has not 
transformed, in many cases, how it classifies, compensates, develops, and 
motivates its employees to achieve maximum results within available 
resources and existing authorities. Thus, a key question for the 21®’ century 
is “How should the federal government update its compensation systems to 
be more market-based and performance-oriented?”^ 

Congress has recognized that federal agencies will need the most effective 
human capital systems to succeed in their transformations and has given 
selected agencies statutory authorities intended to help them manage their 
people strategically to achieve results.^ Most recently, the Departments of 
Homeland Security (DHS) ^d Defense (DOD) received the authority to 


‘GAO, High-Risk Series: An Ujx^le, GAO-05-207 (Washington, D.C.: January 2005) and 
GAO, High-Risk Series: Strategic Human Capital Management, GAO-0(i-l20 (Washington, 
D.C.: January 2003). 


^GAO, 21“ Century Challenges: R^xamining the Base of the Federal Govemm.ent, GAO- 
05^2SSP (Wadiington, D.C.: February 2005). 

®GAO, Human Capital: Settled Agencies’ Statutory Authorities Could Offer Options in 
Developing a Frameioork for Govemmentwide Reform, GAO-05-398R (Washington, D.C.; 
Apr. 21, 2(»5). 
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establish “flexible and contemporary" human capital and pay systems.^ 
GAO has also received human capital authorities that have given our 
agency the tools to more effectively support Congress in meeting its 
constitutional responsibilities. We strive to lead by example and 
understand that effective implementation of any new policies and 
procedures is of critical importance. 

Before discussing the Administration's draft proposal as we understand it, 1 
would like to emphasize the following three themes that I believe are 
critical to considering any govemmentwide approach to civil service 
reform. 

• First and foremost, we need to move forward with appropriate human 
capital reforms, but how it is done, when it is done, and the basis on 
which it is done can make all the difference in whether such efforts are 
successful. Human capital reforms to date recognize that the “one-size- 
fits-all” approach is not appropriate to all agencies’ demands, 
challenges, and missions. However, we have reported that a reasonable 
degree of consistency across the government is still desirable and that 
broader refonns should be guided by a common framework consisting 
of principles, criteria, and processes.® 

• Before implementing dramatic human capital reforms, executive branch 
agencies should follow a phased approach that meets a “show me” test. 
That is, each agency should be authorized to implement a reform only 
after it has shown it has met certain conditions, including an assessment 
of its institutional infrastructure to effectively, efficiently, economically, 
and fairly implement any new authorities. The Office of Personnel 
Management (0PM) should also independently certify that such 
infrastructure meets specified statutory standards before the agency 
could implement such reforms. In any event, OPM’s and agencies’ 
related efforts should be monitored by Congress. 


^For more information on DHS’s aid DOD's human capital authorities, see for example, 
GAO, Human Capit-al: Preliminary Observations on Pinal Departm en t of Homeland 
Security Human Cajntal RegiUations, GAO-t»S-320T (Washington, D.C,: Feb. 10, 2005) and 
GAO. Human Capital: Preliminaiy Observations on Proposed DOD National Security 
Personnel System Regulations, GA045-432T (Washington. D.C.: Mar. 16, 2006). 

•’GAO and the National Commission on the Public Service Implementation Initiative, 
Highlights of a Forum: Human CapitaL Principles, Critetia, and Processes for 
Govemmentvnde Federal Human Capital. Reform, GAO-05-69SP (Washington, D.C.: Dec. 1, 
2004). 
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• GAO strongly supports the need to expand pay reform in the federal 
government and believes that implementing more market-based and 
performance-oriented pay systems is both doable and desirable. 
Specifically, pay increases should no longer be treated as an entitlement 
but should be based on employees’ contributions to the organizations’ 
missions and goals. However, GAO’s and other organizations’ 
experiences demonstrate that the shift to more market-based and 
performance-oriented pay must be part of a broader strategy of change 
management and performance improvement initiatives and cannot be 
simply overlaid on existing ineffective performance management 
systems®. 

Hearings such as this one today offer opportunities for stakeholders to 
express their views as we move forward with human capita reforms. As I 
have testified on other occasions, reasonable people can and will disagree 
about the merits of an individual proposal. This morning I would like to 
speak broadly about the Administration’s draft proposal and highlight three 
preliminary observ^ons based on our understanding of it. 

• Congress should make pay ^d performance management reforms the 
first step in govemmentwide reforms. The draft proposal incorporates 
many of the key principles of more market-based and performance- 
oriented pay systems and requires that 0PM certify that each agency’s 
pay for performance system meets prescribed criteria. Going forward, 
0PM should define in regulation what it will take in terms of fact-based 
and data-driven analyses for agencies to demonstrate that they are ready 
to receive this certification and implement new authorities. 

• Second, 0PM should play a key leadership and oversight role in helping 
individual agencies and the government as a whole work towards 
overcoming a broad range of human capital challenges. OPM’s role 
would be expanded in several areas under the draft proposal. It is 
unclear whether 0PM has the current capacity to discharge these new 
responsibilities. 

• Third, Congress should move more cautiously in connection with labor 
management relations and adverse actions and appeals reforms. 
Selected federal agencies have been implementing more market-based 


''GAO, Human Capital: Symposium on Dasigning and Managing Market-Based and More 
Performance-Oriented Pay Systems, GAO-05-832SP (Washington, D.C.; July 27, 2005). 
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and perforniance-oriented pay for son\e time — some organizations for 
well over a decade — and thus they have built a body of experience and 
knowledge about what works well and what does not that allows the 
sharing of lessons learned. On the other hand, the federal government 
has had far less eicperience in changes regarding labor management 
relations and adverse actions and appeals. Congress granted DHS and 
DOD related new authorities in these areas and may wish to monitor the 
implementation of those authorities, including lessons learned, before 
moving forward for the rest of the federal government. 

I will now provide some more specific comments on the Administration’s 
draft proposal. 1 will then suggest next steps for human capital reform, 
including selected and targeted authorities and a framework comprised of 
principles, criteria, and processes for governmentwide reform. 


The Administration’s 
Draft Proposed 
“Working for America 
Act” 


The draft proposed “Working for America Act" is intended to ensure that 
agencies are equipped to better manage, develop, and reward employees to 
better serve the American people. ' Its purpose is to establish a federal 
human capital system under which employees have clear performance 
goals and opportunities for professional growth; managers who help them 
succeed; and pay increases based on performance rather than the passage 
of time. In addition, any new flexibilities are to be exercised in accordance 
with the merit system principles: related core v^ues; and protections, such 
as against discrimination, political influence, and personal favoritism, of 
the civil service. Today I will provide observations on three central areas of 
the draft proposal as we understand it: pay and performance management; 
OPM’s new responsibilities to implement the proposed reform; and 
labor management relations and adverse actions and appeals. 


Pay and Performance 
Management 


As I stated earlier, GAO strongly supports the need to expand pay reform in 
the federal government and believes that implementing more market-based 
and performance-oriented pay systems is both doable and desirable. The 
federal government’s current pay system is weighted toward rewarding 
length of service rather than individual performance and contributions; 
automatically providing across-the-board annual pay increases, even to 


^Ttie observations made today jue based on the draft version given to GAO (iated July 18, 
2005. 
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poor performers. It also compensates employees living in various localities 
without adequately considering the local labor market rates applicable to 
the diverse types of occupations in the area. Importantly, the draft 
proposal, as we understand it, incorporates many of the key practices of 
more market-based and performance-oriented pay systems and requires 
that 0PM certity that each agency’s pay for performance system meet 
prescribed criteria. Going forward, 0PM should define in regulation what 
fact-based and data-driven analyses agencies will need to provide to 0PM 
to receive certification. 

More Market-Based and Clearly, a competitive compensation system can help organizations attract 

Perfonnance-Oriented Pay and retain a quality workforce. To begin to develop such a system, 

organizations assess the skills and knowledge they need; compare 
compensation against other public, private, or nonprofit entities competing 
for the same talent in a given locality; and classify positions along various 
levels of responsibility. In addition, organizations generally structure their 
competitive compensation systems to separate base salary from bonuses 
and other incentives and awards. 

Under the draft proposal, 0PM is to design a new core classification and 
pay system and agencies, in coordination with 0PM, are to establish 
performance appraisal systems to promote high performance. Specifically, 
the General Schedule is to be repealed and to replace it, 0PM is to establish 
pay bands for occupational groups based on factors such as mission, 
competencies, or relevant labor market features. For each pay band, 0PM 
is to establish ranges of basic pay rates that apply in all locations. There are 
to be market-oriented pay ac^justments. The govemmentwide national 
market adjustment is to vary by occupational group and band with the 
flexibility to make additional local market adjustments. Going forward, 
more information Is needed on what compensation studies are to be 
conducted in setting these market-based pay rates. 

Effective performance management systems can be a vital tool for aligning 
the organization with desired results and creating a “line of sight” showing 
how team, unit, and individual performance can contribute to overall 
organizational results. Such systems work to achieve three key objectives: 
(1) they strive to provide candid and constructive feedback to help 
individuals maximize their contribution and potential in understanding and 
realizing the goals and objectives of the organization, (2) they seek to 
provide man^ement with the objective and fact-based information it needs 
to reward top performers, and (3) they provide the necessary information 
and documentation to deal with poor performers. 
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The draft proposal incorporates many of the key practices that we have 
reported have helped agencies implement effective performance 
management systems * These practices include: 

Linking Organizational Goals to Individual Performance. Under 
the draft proposal, agencies are to set performance expectations that 
support and align with the agencies’ mission and strategic goals, 
organizatioital program and policy objectives, annual performance plans, 
results, and other measures of performance. Further, agencies are to 
communicate the performance expectations in writing at the beginning of 
the appraisal period. 

Making Meaningful Distinctions in Performance. Supervisors and 
managers are to be held accountable for making meaningful distinctions 
among employees based on performance, fostering and rewarding 
excellent performance, and addressing poor performance, among other 
things. Agencies are not to impose a forced distribution of performance 
ratings in terms of fixed numeric or percentage limitations on any summary 
rating levels. Performance appraisal systems are to include at least two 
summary rating levels, essentially a “pass/fail" system, for employees in an 
“Entry/Developmental” band and at least three summary rating levels for 
other employee groups. 

Pass/faU systems by definition will not provide meaningful distinctions in 
performance ratings. In addition, while a three-level system might be 
workable, using four or five summary rating levels is preferable since it 
naturally allows for greater performance rating and pay differentiation. 
Moreover, this approach is consistent with the new govemmentwide 
performance-based pay system for the members of the Senior Executive 
Service (SES), which requires agencies to use at least four summary rating 
levels to provide a clear and direct link between SES performance and pay 
as well as to make meaningful distinctions based on relative performance.® 
Cascading this approach to other levels of employees can help agencies 
recognize and reward employee contributions and achieve the highest 
levels of individual performance. 


*<}AO, Results-Oriented C-ultures: Creating a Clear Linkage between Individual 
PeC'ormance and Organizational Success, GAO-03488 (Washington, D.C,: Mar. 14, 2003). 

■For more information, see GAO, Human Capital: Senior Executive Performance 
Management Can Be Significantly Strengthened to Achieve Results, GAO-04-614 
(Washin^on, D.C.: May 26, 2004). 
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Linking Pay to Performance. Employees must receive at least a “fully 
successful” rating to receive any pay increase. Those employees who 
receive less than a fully successful rating are not to receive an increase, 
including the national and local market adjustments discussed above. 
Performance pay increases for employees are to be allocated by the 
“performance shares” of a pay pool. Agencies are to determine the value of 
one performance share, expressed as a percentage of the employee’s basic 
pay or as a fixed dollar amount. There are to be a set number of 
performance shares for each pay pool so that the employees with higher 
performance ratings are to receive a greater number of shares and thus, a 
greater payout At the agency’s discretion, any portion of the employee’s 
performance pay increase not converted to a basic pay increase may be 
paid out as a lump-sum payment. 

Providing Adequate Safeguards to Ensure Fairness and Guard 
Against Abuse. Agencies are to incorporate effective safeguards to 
ensure that the management of systems is fair and equitable and based on 
employee performance in order to receive certification of their pay for 
performance systems. We have found that a common concern that 
employees express about any pay for performance system is whether their 
supervisors have the ability mid willingness to assess employees' 
performance fairly. Using safeguards, such as having independent 
reasonableness reviews of performance management decisions before 
such decisions are final, can help to allay these concerns and build a fair 
and credible system. This has been our approach at GAO and we have 
found it works extremely well. 

In addition, agencies need to assure reasonable transparency and provide 
appropriate accountability mechanisms in connection with the results of 
the performance management process. This can include publishing 
internally the overall results of performance management and individual 
pay decisions while protecting individual confidentiality. For example, we 
found that several of OPM’s demonstration projects publish information for 
employees on internal Web sites that include the overall results of 
performance appraisal and pay decisions, such as the average performance 
rating, the average pay increase, and the average award for the organization 
and for each individual unit.^^ GAO is also publishing aggregate data for all 


‘“GAO, Human Capital: Implementing Pay for Performance at Selected Personnel 
Demonstration Projects, GAO-04-83 (Washington, D.C.: Jan. 23, 2004). 
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of our pay, promotion, and other important agency-wide human capitd 
actions. 

0PM Certification As I noted, before implementing any human capital reforms, executive 

branch agencies should follow a phased approach that meets a “show me” 
test. That is, eadi agency should be authorized to implement a reform only 
after it has shown it has met certain requirements, including an assessment 
of its institutional infrastructure and an independent certification by 0PM 
of the existence of this infrastructure. This institutional infrastructure 
includes (1) a strategic human capital planning process linked to the 
agency’s overall strategic plan; (2) capabilities to design and implement a 
new human capital system effectively; (3) a modem, effective, credible, and 
validated performance management system that provides a clear linkage 
between institutional, unit, and individual performance-oriented outcomes, 
and results in meaningful distinctions in ratings; and (4) adequate internal 
and external safeguards to ensure the fair, effective, and nondiscriminatory 
implementation of the system. 

A positive feature of the draft proposal is that agencies are to show that 
their pay for performance systerr^ have met prescribed criteria in order to 
receive certification from 0PM to implement their new systems. Among 
these criteria are having the means for ensuring employee involvement in 
the design and implementation of the pay for performance system; 
adequate training and retraining for supervisors, managers, and employees 
in the implementation and operation of the pay for performance system; a 
process for ensuring periodic performance feedback and dialogue between 
supervisors, managers, and employees throughout the appraisal period; 
and the means for ensuring that adequate agency resources are allocated 
for the design, implementation, and administration of the pay for 
performance system. Further, 0PM may review an agency’s pay for 
performance systems periodically to assess whether they continue to meet 
tlie certification criteria. If they do not, 0PM may rescind the agency’s 
certification and direct the agency to take actions to implement an 
appropriate system, which the agency must follow. 

Going forward, I believe that 0PM should define in regulation what it will 
take in terms of fact-based and data-driven analyses for agencies to 
demonstrate that they <ire ready to receive this certification. Clearly, the 
President’s Man^ement Agenda, and its standards for the strategic 
management of human capital, can inform the certification process. Also, 
as an example of the analyses that have been required, 0PM has outlined in 
regulations for the SES performance-based pay system the necessary data 
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and information <^encies need to provide in order to receive certification 
and thus raise the pay and total compensation limit for their senior 
executives. Specifically, agencies must provide, among other things, the 
data on senior executives’ performance ratings, pay, and awards for the last 
2 years to demonstrate that their systems, as designed and applied, make 
meaningful distinctions based on relative performance. Under the SES 
regulations, agencies that cannot provide these data can request 
provisional certification of their systems. In our view such provisional 
certifications should not be an option under any broad-based classification 
and compensation reform proposal. 


OPM’s Roles and 
. responsibilities 


0PM should play a key leadership and oversight role in helping individual 
agencies and the government as a whole work towards overcoming a broad 
range of human capital challenges. Our understanding of the 
Administration’s draft proposal is that OPM’s leadership and oversight role 
is to expand in several areas, such as establishing a more market-based and 
performance-oriented pay system govemmentwide and implementing a 
new core classification system. At the request of Chairman Collins and 
Ranking Member Ueberman, Senate Committee on Homeland Security and 
Governmental Affairs, along with Chairman Voinovich and Ranking 
Member Akaka, Subcommittee on Oversight of Government Management, 
the Federal Workforce, and the District of Columbia, and to assist Congress 
as it considers OPM’s additional responsibilities as outlined in this draft 
proposal, we are assessing OPM’s current capacity to lead a broad-based 
govemmentwide human capital reform effort, including providing 
appropriate assistance to federal agencies as they revise their human 
capital systems and conducting effective monitoring of any related reform 
implementation efforts. 

OPM is in the process of its own transformation — from being a rulemaker, 
enforcer, and independent agent to being more of a consultant, toolmaker, 
and strategic partner in leading and supporting executive agencies’ human 
capital reform efforts and management systems. However, it is unclear 
whether OPM has the current capacity to discharge its new responsibilities. 
Specifically, OPM reported in its June 2001 workforce analysis that 4.2 
percent of its employees (about 123 per year), on average, were projected 
to retire each year over the next 10 years, and the largest percentage of 
projected retirements, about 8 percent each year, would come from 
members of its SES. OPM’s expected retirement rate for its workforce 
overall is more than the annual retirement rate of 2 percent 
govemmentwide that we identified in a report issued in 2001.“ 
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Our prior work has shown that when required to implement new 
legislation, 0PM could have done more to accomplish its leadership and 
oversight mission in a decentralized human capital environment. For 
example, Congress passed a law in 1990 authorizing agencies to repay, at 
their discretion, their employees’ student loans as a means to recruit and 
retain a talented workforce. In 2001, 0PM issued final regulations to 
implement the program. The regulations were subsequently changed in 
2004 to reflect legislative amendments that increased the ceiling on annual 
and total loan repayments. In our review of the federal student loan 
repayment program, we found that while human capital officials 
recognized OPM’s efforts, they felt they could use more assistance on the 
technical aspects of operating the program, more coordination in sharing 
lessons learned in implementing it, and help consolidating some of the 
program processes.*^ 

Similarly, we found that while OPM had several initiatives underway to 
assist federal agencies in using personnel flexibilities currently available to 
them in managing their workforces, OPM could more fully meet its 
leadership role to assist agencies in identifying, developing, and applying 
human capital flexibilities across the federal government. In addition, we 
reported that in its ongoing internal review of its existing regulations and 
guidance, OPM could more directly focus on determining the continued 
relevance and utility of its regulations and guidance by asking whether they 
provide the flexibility that agencies need in managing their workforces 
while also incoiporating protections for employees. 


Labor Management 
Relations and Adverse 
Actions and Appeals 


The Administration’s draft proposal would amend some provisions of Title 
5 of the U.S. Code covering labor management relations and adverse 
actions and appeals. Selected federal agencies have been implementing 
more market-based and performance-oriented pay for some time — some 
organizations for well over a decade — and thus they have built a body of 


' ‘GAO, Federal Employee Retirements: Expected Increase Over the Next 5 Kears lUvstrales 
Need for Workforce Ptanning, GAO^l-509 {Washington, D.C.: Apr. 27, 2001). 

‘■GAO, Federal Stvdent Loan Repayment Program: OPM CoiUd Build on Its Ejforts to 
Help Agencies Administer the Program and Measure Res ults, GAO-Or)-762 ( Wasliington, 
D.C.: July 22, 2005). 

'^GAO, Human Capital: OPM Can Belter Assist Agencies in Using Personnel 
ITexiMlities, GAO-03-428 (Washington, D.C.; May 9, 2003). 


Page 10 


GAO-06-142T 





30 


experience and knowledge about what works well and what does not that 
allows the sharing of lessons learned. On the other hand, the federal 
government has had far less experience in changes regarding labor 
management relations and adverse actions and appeals. Congress granted 
DHS and DOD related new authorities in these areas and may wish to 
monitor the implementation of those authorities, including lessons learned, 
before moving forward for the rest of the federal government. Discussion 
of selected proposed amendments follows. 

Labor Management Relations Under Title 5, agencies now have a duty to bargain over conditions of 
employment, other than those covered by a federal statute; a 
govemmentwide rule or regulation; or an agency rule or regulation for 
which the agency can demonstrate a compelling need. Under the draft 
proposal, agencies are to be obligated to bargain with employees only if the 
effect of the change in policy on the bargaining unit (or the affected part of 
the unit) is “foreseeable, substantial, and significant in terms of impact and 
duration.” 

In addition, an ^ency now has the right to take any action to carry out the 
agency’s mission in an emergency, without a duty to bargain. However, 
what constitutes Bn emergency can be defined through a collective 
bargaining agreement. Under the draft proposal, an agency is to have the 
right to take any action to prepare for, practice for, or prevent an 
emergency, or to carry out the agency’s mission in an emergency. The draft 
proposal also adds a new definition of “emergency” as requiring immediate 
action to carry out critical agency functions, including situations involving 
an (1) adverse effect on agency resources, (2) increase in workload 
because of unforeseeable events, (3) externally imposed change in mission 
requirements, or (4) externally imposed budget exigency. By broadly 
defining “emergency” without time limits and adding to management’s right 
an explicit authority to take action to prepare for, practice for, or prevent 
any emergency, the proposed change as we understand it, could serve to 
significantly restrict the scope of issues subject to collective bargaining. 

Adverse Actions and Appeals Under Title 5, conduct-based adverse actions are reviewed by the Merit 
Systems Protection Board (MSPB) under the preponderance of the 
evidence standard (there is more evidence than not to support the action). 
Performance-based adverse actions are reviewed under the lower standard 
of substantial evidence (evidence that a reasonable person would find 
sufficient to support a conclusion), but agencies must first give employees 
a reasonable opportunity to demonstrate acceptable performance under a 
performance improvement plan. Under the draft proposal, MSPB is to 
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apply a single standard of proof— the higher standard of preponderance of 
the evidence — ^to review adverse actions taken for either performance or 
conduct. On the other hand, while due process features, such as advance 
written notice of a proposed adverse action are still required, performance 
improvement plans are no longer required. As we understand the draft 
proposal, applying the same standard to both types of adverse actions 
could add more consistency to the appeals process. 

Also under Title 5, MSPB now reviews penalties during the course of a 
disciplinary action against an employee to ensure that the agency 
considered relevant prescribed factors and exercised management 
discretion within tolerable limits of reasonableness. MSPB may mitigate or 
modify a penalty if the agency did not consider prescribed factors. Under 
the draft proposal, MSPB will be able to mitigate a penalty only if it is 
totally unwarranted in light of all pertinent circumstances. This change 
would restrict MSPB’s ability to mitigate penalties. 


Framework for 
Govemmentwide 
Human Capital Reform 


To help advance the discussion concerning how governmentwide human 
capital reform should proceed, GAO and the Nation^ Commission on the 
Public Service Implementation Initiative co-hosted a forum on whether 
there should be a govemmentwide framework for human capital reform 
and, if so, what this framework should include. While there was 
widespread recognition among the forum participants that a one-size-fits- 
ail approach to human capital management is not appropriate for the 
challenges and demands government faces, there was equally broad 
agreement that there should be a govemmentwide framework to guide 
human capital reform. Further, a govemmentwide framework should 
balance the need for consistency across the federal government with the 
desire for flexibility so that individual agencies can tailor human capital 
systems to best meet their needs. Striking this balance would not be easy 
to achieve, but is necessary to maintain a govemmentwide system that is 
responsive enough to adapt to agencies’ diverse missions, cultures, and 
workforces. 


While there were divergent views among the fomm participants, there was 
general agreement on a set of principles, criteria, and processes that would 
serve as a starting point for further discussion in developing a 


“GAO-05-69SP. 
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govemmentwide fr^nework in advancing human capital reform, as shown 
in figure 1. We believe that these principles, criteria, and processes provide 
an effective framework for Congress and other decision makers to use as 
they consider and craft govemmentwide civil service reform proposals. 


Figure 1 : Principles, Criteria, and Processes 


Principles that the government should retain in a framework for reform because of 
their inherent, enduring qualities: 

• Merit principles that balance organizational mission, goals, and performance objectives 
with individual rights and responsibilities 

• Ability to organize, bargain collectiveiy. and participate through labor organizations 

• Certain prohibited personnel practices 

• Guaranteed due process that is fair, fast, and final 

Criteria that agencies should have in place as they plan for and manage their new 
human capital authorities: 

• Demonstrated business case or readiness for use of targeted authorities 

• An integrated approach to resuits-oriented strategic planning and human capital 
planning and management 

• Adequate resources for planning, implementation, training, and evaluation 

• A modern, effective, credible, and integrated performance management system that 
includes adequate safeguards to help ensure equity and prevent discrimination 

Processes that agencies should follow as they implement new human capital 
authorities: 

• Prescribing regulations in consultation or jointly with the Office of Personnel 
Management 

« Establishing appeals processes in consultation with the Merit Systems Protection 
Board 

• Involving employees and stakeholders in the design and implementation of new human 
capital systems 

« Phasing in implementation of new human capital systems 

• Committing to transparency, reporting, and evaluation 

• Establishing a communications strategy 

• Assuring adequate training 

Source: OAO. 


Next Steps for Human 
Capital Reform 


Moving forward with human capital reform, in the short term, Congress 
should consider selected and targeted actions to continue to accelerate the 
momentum to make strategic human capital management the centerpiece 
of the government’s overall transformation effort. One option may be to 
provide agencies one-time, targeted investments that are not built into 
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agencies’ bases for future year budget requests. For example, Congress 
established the Human Capital Performance Fund to reward agencies’ 
highest performing and most valuable employees. However, the draft 
proposal proposes to repeal the Human Capital Performance Fund. 
According to OPM, the provision was never implemented, due to lack of 
sufficient funding. We believe that a central fund has merit and can help 
agencies build the infrastructure that is necessary in order to implement a 
more market-based and performance-oriented pay system. To be eligible, 
agencies would submit plans for approval by OPM that incorporated 
features such as a link between pay for performance and the agency’s 
strategic plan, employee involvement, ongoing performance feedback, and 
effective safeguards to ensure fair management of the system. In the first 
year of implementation, up to 10 percent of the amount appropriated would 
be available to train those involved in making meaningful distinctions in 
performance. These features are similar to those cited in the draft proposal 
as the basis for OPM’s certification for agencies to implement their new pay 
and performance management systems. 

In addition, as agencies develop their pay for performance systems, they 
will need to consider the appropriate mix between pay awarded as base 
pay increases versus one-time cash increases, while still maintaining 
fiscally sustainable compensation systems that reward performance. A key 
question to consider is how the govemn\ent can n\ake an increasing 
percent^e of federal compensation dependent on achieving individual and 
organizational results by, for example, providing more compensation as 
one-time cash bonuses rather than as permanent salary increases. 
However, agencies’ use of cash bonuses or other monetary incentives has 
an impact on employees’ retirement calculations since they are not 
included in calculating retirement benefits. Congress should consider 
potential legislative changes to allow cash bonuses that would otherwise 
be included as base pay increases to be calculated toward retirement and 
thrift savings benefits by specifically factoring bonuses into the employee’s 
basic pay for purposes of calculating the employee’s “high-3” for retirement 
benefits and making contributions to the thrift savings plan. 

As we continue to move forward with broader human capital reforms, they 
should be guided by a framework consisting of principles, criteria, and 
processes. While the refoims to date have recognized that the “one-size- 
fits-ail” approach is not appropriate to all agencies’ demands, challenges, 
and missions, a reasonable degree of consistency across the government is 
still desirable. Striking this balance is not easy to achieve, but is necessary 
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to maximize the federal government’s performance within available 
resources and assure accountability for the benefit of the American people. 

Chairman Porter, Representative Davis, and Members of the 
Subcommittee, this concludes my statement. I would be pleased to 
respond to any questions that you may have. 
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not traitsformed Itow it classilles, 
compensates, develops, and 
modv'ates its employees to achieve 
maximum results within available 
resources and esstihg authorities. 
A key quesdoii is how to update the 
federal government's compensation 
system to be mar)tet*based and 
more performance^riented. 

To further the discussion of fetleral 
pa>' reform, GAO partnered with 
key human capital stakeholders to 
convene asymposium in March 
200C to discuss public, private, and 
nonprofit organizaixms' successes 
and challenges in designing and 
managing market-based and more 
performance-onented pay systems. 
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HUMAN CAPITAL 

Designing and Managing Market-Based 
and More Performance-Oriented Pay 
Systems 


What GAO Found 

GAO strongly sui^orts the need to expand pay reform in the federal 
government. While inyjlemenbng market-based and more performance- 
OTiented pay systems is both doable and desirable, organizations' 
experiences in designing and managing their pay systems underscored three 
key themes that can guide federal agencies' efforts. 

• The shift to maricet-based and more performance-oriented pay must be 
part of a broader strategy of change management and performance 
intprovement inibaiives. 

• Market-tiased and more performajice-orienud pay cannot be simply 
overlaid on most organizations' existing performance management 
systems. Rather, as a precondition to effective p^ reform, individual 
expectations must, be clearly aligned with organizational results, 
communication on individual contributions to annual goals must be 
ongoing and two-way, meaningful distinctions in employee performance 
must be made, and cultural clianges must be undertaken. 

« Organizations need to build up the basic management capacity of their 
organizations. Training and developing new and cuirent staff to fill new 
roles and work in different ways will play a crucial part in building the 
capacity of the c^ganizations. 

Organizations presenting at our symposium considered the following 
strategies in designing ai>d managing tltelr pay systems. 

1. Focus on a set of values ami objectives to guide the pay system. 

2. Examine the value of employees' total compensation to remain 
competitive In the niarket- 

3. Build in safeguards to enhance the transparency and help ensure the 
fairness of pay decisions. 

4. Devolve decision making on pay to sfipropriate levels. 

5. Provide training on leadership, management, and interpersonal skills to 
facilitate effective comniunicatiuri. 

6. Build consensus to gain owncrahip and acceptance for pay refoims. 

7. Monitor and refine the implementation of the system. 

Moving forward, it is pt^sible to enact broad-based reforms that would 
enable agencies to move to market-based and more performance-oriented 
pay systems. However, before implementing reform, each executive branch 
agency should demonstrate and the Office of Peraonnel Management should 
certify that tlie agency lias tlie instituUoneil infrastructure in place to help 
ensure that the pay reform is effectively and equally implemented. At a 
minimum, this infrastructure includes a modem, effective, credible, and 
validated performance management system in place that provides a clear 
linkage bWween in^tutional, unit, and individual performance-orienced 
outccknes results in meaningful distinctions in ratings; and incorporates 
adequate safegutirds. 
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HUMAN CAPITAL 

Symposium on Designing and Managing 
Market-Based and More Performance- 
Oriented Pay Systems 


What Participanta Said 

While implementing market-based and more perfoimmtce-oriented pay 
stystems is both doable and desirable, organizations' experiences show that 
the shift to marten-based more performance-oriented pay must be part 

of a broader stratei^ of change management and performance improvement 
initialives. GAO identified the following key themes that highlight the 
leadership and management strategies these organizations collectively 
consider^ in designing and managing market-based and more performance- 
oriented pay systems. 

1. Focus on a set of values and objectives to guide the pay system. 
Values represent an organization’s belief and boundaries and objectives 
articulate the strategy to implement the system. 

2. Examine the value of employees' tot^ compensation to remain 
competitive in the market. Organizationsconsiiier amixofbasepay plus 
other monetary incentives, benefils, and deferred compensation, such as 
retirement pay. as part of a competitive compensation system. 

3. Build in safeguards to enhance the transparency and ensure the 
fairness of pay decisions. Safeguards are the precondition to linking p^ 
systems with employee knowledge, skills, and contributions to results. 

4. Devolve decision making on pay to appropriate levels. When 
devolving such decision making, overall core processes help ensure 
reasonable consisieiKy in how the system is implemented. 

B. Provide training on leadership, management, and interpersonal 
skills to Bicilitate effective communication. Such skills as setting 
expectations, linking individual performance to organizational results, and 
0 ving and receiving feedback need renewed emphasis to make such systems 
succeed. 

6. Build consensus to gain ownership and acceptance for pay reforms. 
Employee and stakeholder involvement needs to be meaningful and not pro 
forma 

7. Monitor and refine the implementation of the pay system. While 
changes are usually inevitable, listening to employee views and using metrics 
helps identic and correct problems over time. 

These organizahotts found that the key challenge with implementing market- 
based and ntore performance-oriented pay is changing the culture. To begin 
to make this change, organizations need to build up their basic management 
capaci^ at every level of the organization. Trartsitioning to these pay 
s^tems is a huge undertakiitg and will require constant monitoring and 
refining m order to implement and sustain tiie reforms. 

— ttnn«d stalM OownmwiI AecountablBty Office 
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Appendix I 

Highlights of Sheeted GAO Reports 



HigNl^ta of GAO-0«-S3.a laport ID 
congressional regueslenii 


HUMAN CAPITAL 

Implementing Pay for Performance at 
Selected Personnel Demonstration 
Projects 


Why GAO Did This Study What GAO Found 


There is a grou-itig understanduig 
titat the federal govemmcnt nee^ 
to fiindamen^Uy rethink its cunrent 
approach to p^v and to l>ener Hnk 
pay to individual and taganizational 
performance. Federal i^fSH^es 
iiave been expehmeitting nidi 
for performance throi^ die Office 
of Pexsormei Matiagement's (0PM) 
personnel ciemonsaaiioiipn^ects. 

GAO identified the approaches that 
selected personnel demonstration 
projects have taken to implement 
their pt^ for performance systems. 
These projects inclut^ the Navy 
DemonsQation Projea at China 
L&ke (Chins Lske), die National 
Institute of Standards and 
Technology (NIST), the 
Oeparoneni of Commerce (DOC), 
the Naval Research Laboratory 
(NRL), the Naval .Sea Systems 
Command Warfare Centers 
(NAVSEA) at Dahlgren and 
Newport, and the Civilian 
Acquisition Workforce Personnel 
Demonstration Project (AcqDcmo). 
We selected these demonsirabm 
projects based on factors such as 
status of the pri^ectand makeup of 
employee groups covered. 

We protided drafts of this report to 
officials in the Department of 
Defense (DOD) and DOC for (heir 
review and comment DOD 
provided written comments 
concurring with our report DOC 
provided minortechni^ 
clarifications and updated 
infomuNion. We provided a draA 
of the report to the Director of 
OPM for her infmmation. 


To view Ihe lull pfoduel, Imkidmg the eetpe 
end melfiodology, dkkoolhe Ink above, 
for mens infocmauon. eocSact J. Cfoleloplm 
Minm al (202) 512-6806 oi mihmf«9iK>«cw. 


The demonstration projects took a variety of approaches to designing and 
implementing their pay for performance systems to meet the unique needs of 
th^ cultures and organizational structures, as shown in the table below. 


Some pfaftcK. sucb a* Civna Lak« and NAVSEA'e Neupon division, eelablisiied predetermined 
pay increMes. awarde. or both depending on a given pertormance rating, while others, euch ee 
OOC and NIST, daiegated the Hexibility to indwidual pay poole to determine how rannga would 
IransWe into performance pay increaeee. awards, or both. The demonstialion projecla made 
some •Minctions among employeas' pertoimence. 

■.CowsW« l tiai>iWW»-f#W,^.i*»MiWiy*» n*^ 

Sewral ot die demonelralion piotecu, aueh sa AcqDemo and Nfll,' consider an employee's 


. intomiWIoft to employeee abj^^lNt raaulM ot pai W i iti li** JpigwlMl 


To ensure laimess and salegutud against abuse. peiierntanea-Msed pay programa ahould have 
adequate saleguerds. inchiding reasonable transparency in connection with the results of the 
pertormancemanagemeot process. To this end, several of the demonstration projects publish 
miortnation. such as the average performence rating, partormance pay Incraaes, and award. 


GAO strongly suf^rts the need to expand pay for performance in the 
ferjeral govemmenL Row it is done, when It is done, and the basis on which 
it is done can make all (he difference in whether such efforts are successful. 
High-performing organizations continuously review and revise their 
performance management systems. These demonstration projects show an 
undeistanding that how to better link pay to performance is very much a 
work in process at the federal level. Additional work is needed to 
strengthen efforts to ensure that performance management systems are tools 
to help them mantle on a day-to-day basis. In particular, there are 
of^ortuniUes to use organization wide competencies to evaluate employee 
performance that reinforc« behaviors and actions that support the 
organization's mission, translate employee performance so that managers 
make meaningful distinetions between top and poor performers with 
objective and fect-based infoimatioii, and provide information to employees 
about the re.sults of the perfoimance appraisals and decisions to ensure 

reasonable ttan^arency and ^propnate accountability mechanisms are in 
place. 
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Appendix 1 

Highlights of Selected GAO Reports 


GAO 


Hi ghli ghts 


HigMighls of GAO-03-4e8. a lepoit K> 
congrsMional requestars 


RESULTS-ORIENTED CULTURES 

Creating a Clear Linkage between 
Individual Performance and 
Organizational Success 


WhyGAODIdTtiis Study 

The federal goventmera is in a 
period of profoiAd tmsitton and 
faces VI array of and 

c^ponunities to enhance - 
p^ormance, ensure 
aroountatHlt^, and posiUpn (he 
naOonforthjeftsure. High-- 
performing (M’ganizatMms hfwe 
found that to successfidly 
tranaffsrn themselves, ttey must 
often ftindamerually char^ their 
^lures so that eh^ are m<>re 
TesuitaK^jiCed, customer-feciaed, 
; artd collaborative in nature-' Td - 
,• foster such cuftures. these ' 

. organiratiMis recognise (hat an 
effective perfonnance management 
system cm be a strategic tool to 
drive internal change and achieve 
desired results. 

Based mi pr^ously issned reports 
on public -sector organizations' 
approaches to reinforce individua]' 
accounabilify for results, GAO 
identified key practices that federal 
agencies can constder as they 
dcveii^ modem, effective, and 
credible performance management 
systems. 


.WWW 9»o gev/c^eMVoMmr’OAdeaw. 

r To Mir Sw fulf nport inckidno Bw lOv* 

— arid melhodol6g)i, ekekon AirlMi atxwe. 
-.’For moie intanMl»n. contact S.CMslcpiMt 
Mthm at {ZOSi 5 f?- 680 e or infaiiiAgao.gDV. 


What GAO Found 

Public sector organizations both in the United States and abroad have 
imi^emented a selected, generally consistent set of key practices for 
effective petfotmance management that collectively create a clear linkage — 
line of sight” — between individual performance and organizational success. 
These key practices include the following. 

1. Align individual performance expectations with organizational 
goals. An explicit alignment helps individuals see the connection between 
their daily activities and organizational goals. 

2. Connect performance expectations to crosscutting goals. Placing 
an emphasis on collaboration, interaction, and teamwork across 
organizational boundaries helps strengthen accountability for results. 

3. Provide and routinely use perfonnance information to track 
ontanizational priorities. Individuals use performance information to 
manage during the year, identify performance gaps, and pinpoint 
improvement opportunities. 

4. Require foUow-up actions to address organizational priorltlee. By 
requiting and tracking follow-up actions on performance gaps, organizations 
untieisoore the importance of holding individuals accountable for making 
progress on their priohties. 

5. Use competencies to provide a fuller assessment of performance. 
Competencies define the skills and supporting behaviors that individuals 
need to effectively contribute to organizational results. 

6. Link pay to individual and organizational performance. Pay, 
inceiuive, and reward systems that link employee Imowledgc, skills, and 
contributions to organizational results are based on valid, reliable, and 
transparent perfonnance management systems with adequate safeguards. 

7. Make meaningful distinctions in performance. Effective 
perfonnance management systems strive to provide candid and constructive 
feedback and the necessary objective information and documentation to 
reward lop perfonneis and deal with poor perfonners. 

8. Involve employees and stakeholders to gain ownership of 
performance management systems. Early and direct involvement helps 
increase employees' and stakeholders’ understanding and ownership of the 
system and belief in its fairness. 

9. Maintain continuity during transitions. Becaasc cultural 
transformations take time, performance management systems reinforce 
accountability for change management and other organizational goals. 
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Mr. Porter. Thank you, Mr. Walker. 

I have a question, Ms. Springer, and I am going to read the ques- 
tion because I think it is important as we frame the meeting today, 
because I think there is some misconceptions. 

First question, are Working for America Act provisions identical 
to the authorities provided DHS and DOD? 

Ms. Springer. The answer to that question, Mr. Chairman, is no. 
They are not identical, particularly in the labor-management sec- 
tion. 

Those are the parts that are most notably being dealt with in the 
courts right now. So I don’t want to specifically address them. But 
I can say that section is much, much smaller, much more limited 
in the Working for America Act draft bill that we proposed. 

The first section is — General Walker has sort of parsed it. That 
deals more with performance and pay. It is more similar, and that 
is the less controversial part. 

Mr Porter. Are we giving 0PM authority to waive provisions in 
Title 5? 

Ms. Springer. No, we are not, and that is an important question 
to have clarification. The Congress is the only one that can change 
that statute. 0PM just carries out what is there. So 0PM would 
not have any ability to waive any part of Title 5. 

Mr. Davis of Virginia. Will any employee lose pay because of 
the conversion to the new pay system established under the au- 
thority of this act? 

Ms. Springer. The answer to that is no. No one’s pay will be re- 
duced. This is sort of a forward looking type of arrangement in the 
sense that from the point of conversion forward the pay increases, 
not the change in the level of pay preconversion versus post conver- 
sion, but the increases themselves may be at a different pace or a 
different amount than they would otherwise have been. But there 
will not be a reduction in pay as a result of converting to the new 
system. 

Mr. Porter. Now why should we move forward with this change 
prior to having all the results back from DOD and Homeland Secu- 
rity? 

Ms. Springer. I can give you a very good case in point, and I 
am going to answer this in two ways. One is as I mentioned, we 
have 90,000 employees that we have looked to as we have crafted 
this bill and the programs that they are under. These are pro- 
grams, they are demonstration projects, they are programs that 
span across an entire organization. They have been functioning, 
some of them, as long as 25 years. That is where we’ve looked to 
inform the construct of this bill, particularly the performance and 
pay part. And we have done a lot of work there, a lot of surveying. 
There are things that are working very well. By and large the em- 
ployees in those systems would not turn the clock back to what 
they were in beforehand. 

Let me give you a case in point. A couple days ago, less than a 
week ago, I had an e-mail that said to me. Director, we are losing 
someone that we just hired 2 weeks ago to 0PM. They are going 
to go and take another position at an agency that is part of that 
90,000 group because they could be in a pay band structure where 
they had more upside potential for their pay. And as a matter of 
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fact, that agency right on the spot could pay them a five figure sal- 
ary higher than — more in their salary than we were able to give 
them because of the constraints in the General Schedule. It hap- 
pens time and time again. It is important for us to move on this 
thing. 

Mr. Porter. One last question for clarification, and I know since 
there is a lawsuit pending I want to be cautious in the question 
and of course in the answer as you feel is appropriate. 

But it is my understanding that the court injunction is regarding 
0PM regulations, DHS and 0PM regulations, not the law, is that 
correct? 

Ms. Springer. I would have to find that answer out. 

That is correct. 

Mr. Porter. Thank you very much. I appreciate that it. 

Ms. Norton. 

Ms. Norton. Mr. Chairman, the court found that the regulations 
are in violation of the law. That is the problem. And in light of that 
problem, I must say, Ms. Springer, I said to staff to make sure that 
you get me this testimony. And got this testimony. It is very thin 
testimony, and yet you got an extraordinary opportunity and we 
have no information about how this opportunity — at least from you, 
about how this opportunity is being used. You have jurisdiction 
over about 2 million employees, and if you count DOD and HHS, 
that is running up 900,000-some, almost a million. This is a kind 
of laboratory that frankly should be a perfect setting for you to 
come back here and tell us what the most recent experience has 
been. Nobody is going to leap into the next million without having 
some greater sense of what has happened with respect to the first 
million. 

Could I ask you, and for that matter, Mr. Walker, who talks 
about we have pay and classification experience, you must be talk- 
ing about your agency, Mr. Walker. The whole reason that they are 
before us is because this is brand new, would be brand new for 
every section of the work force, beginning with those that we have 
given the authority to, not to mention the rest. But I would like 
to know what studies have been done, certainly by the GAO, and 
if the studies haven’t been done, can you give us some idea of expe- 
rience with these two agencies, which must have been a fertile 
ground to gather the kind of information an oversight committee 
needs before it makes the next leap and takes the whole work force 
with it. 

I tell you, I don’t know about you and faith-based, but this is too 
big to put my faith in you or anybody in this government. And I 
think we deserve to know what has happened so far in great detail 
before you ask us to go the next step of the way, especially since 
you’re already in litigation and you didn’t even mention that and 
what you’re going to do about that. 

Go ahead, Ms. Springer. 

Ms. Springer. Let me respond. There are several parts there. 
One thing I do want to say is obviously we are not trying to hide 
anything. We are not trying to give you a thin document. We have 
in fact had 18 detailed briefings. We have had 34 hours of briefings 
and with the House alone we have had 7 hours of detailed brief- 
ings. 
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Ms. Norton. Staff. Which staff? 

Ms. Springer. Minority, majority it was open, anybody was wel- 
come. 

Ms. Norton. The purpose of this hearing is for the public record, 
to let the Members know what is happening, to let the public know 
what is happening. And I appreciate that you have told the staff 
what is happening. Can you tell us what is happening? 

Ms. Springer. Sure. I just want to say that it is — ^for starters we 
have not tried to hide anything. We have put this draft bill up on 
the Web sites. We have been very accessible to staff. And as you 
say, the purpose of the hearing, which we are very happy to have 
today, gives us more of a public forum to do that. But we have been 
out there — let me just expand on that. 

The briefings have been with unions, they have been with good 
government groups. They have been with employees that we have 
had — it has not just only been with staff but I mentioned staff spe- 
cifically because 

Ms. Norton. Ms. Springer, were these briefings about the stud- 
ies or results from the changes Congress authorized and that you 
have begun to put in place in the two largest agencies in govern- 
ment? That is my question, not what were your briefings about. 

Ms. Springer. The briefings to a large degree were about this 
bill and they were also about the results of the programs that have 
been in place over the years. We have not briefed on the NSPS sys- 
tem because the final regs haven’t even been published on that one 
yet. That is the DOD. So that is a work in progress, the final regs 
are in the process, they will be out in the Federal Registry. We will 
be more than happy to do discussions on that one, and even if 
there was an interest in a dedicated hearing on that, that obviously 
would be something we would welcome. But that has not been at 
the point where it has been — even the final regs have been public 
on that one. 

With respect to the DHS, once that got into court it really con- 
strained our ability to comment publicly on the portions of that bill 
that are in question that are being dealt with in the court system. 
So those have not been the focal points of the briefings that we 
have done. Briefings have been more on the particular bill draft 
that we have submitted for those reasons. 

Mr. Porter. Mr. Walker, you had a comment? 

Mr. Walker. Ms. Norton, I would like to answer your question 
if I may. I would divide this bill into two parts, Ms. Norton. 

The first part would be classification, pay and performance. It is 
my understanding at the present point in time the Federal Govern- 
ment has 90,000 to 100,000 employees that are covered by broad 
banding systems and by more market-based and performance-ori- 
ented compensation systems. And some of those go back, back to 
the 1980’s, and it is not just GAO. As you know, we have 3,200 em- 
ployees covered by that. So there is 90,000 to 100,000. I think 
there’s a considerable amount of experience with regard to classi- 
fication. 

Ms. Norton. I would like to draw your attention back to the 
1980’s at the fairly higher levels of the agency involved. 
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Mr. Walker. You are correct in saying that we need to look at 
the nature of the people covered by these and some are very tech- 
nical and scientific. 

Ms. Norton. That is very important to say that, Mr. Walker. 

Mr. Walker. Absolutely, and I don’t debate that at all. Here is 
my point. We have 90,000 to 100,000 of various levels and I think 
the other thing that this concept includes is conditions that would 
have to be met. By the way, these conditions were not in the DOD 
and the DHS legislation. These are very stringent conditions that 
would have to be met before anybody could move forward. 

Ms. Norton. Such as? 

Mr. Walker. Such as the conditions that you would have to be 
able to demonstrate that you have a modern, effective, credible, 
performance appraisal system that provided meaningful feedback 
that resulted in meaningful differentiation in performance, that 
you had adequate training to conduct to help people understand 
how to implement that system. 

Ms. Norton. Are you saying those are not in the law and should 
be? 

Mr. Walker. They are not in DHS or DOD. They are in the con- 
cept for this proposal. Again we don’t have a bill. They are in a 
concept paper. And we have testified — frankly we have testified in 
connection with DOD and DHS that those would have been good 
to put in those bills but they weren’t. But they are in this proposal. 

Second, in the second half I share your concern. The second half 
has to do with labor-management relations and adverse actions 
and appeals. And as I testified, we don’t have as much as experi- 
ence on that. And we believe that it may be prudent for the Con- 
gress to consider what happens as a result of DHS and DOD before 
you decide to move forward on that front. 

So the first part, classification, pay and performance manage- 
ment, we think there is enough experience, we think there is a way 
forward. And you can include work experience 

Ms. Norton. There is enough experience from employees at fair- 
ly high grades and levels, technical employees, scientists, many of 
them professionals that would leave the government if you mess 
with them because they have, many, many options. There is 
enough experience with 100,000 employees to now jump in and 
take 2 million with us all at one time? 

Mr. Walker. Not all at one time. That is very, very important. 
What is very, very important is — and first I would be happy to pro- 
vide for the record information that we have about the nature of 
that 90,000 to 100,000. I think it is a very legitimate question. 

But what is important about this is that this basically would be, 
as I understand it, conditional authorization. In other words, it 
would authorize agencies to move to a broad banding system. It 
would authorize agencies to move to a more market-based, per- 
formance-oriented compensation system. But they could not do it 
unless and until they demonstrated that they had met certain con- 
ditions — not based on promises — based on results. And therefore, 
as I say, I don’t think you ought to have an arbitrary date, 2010 
or anything else, for getting rid of the GS system because you don’t 
know what people are going to meet those conditions. You’re talk- 
ing about a lot of people, and a lot of these agencies quite frankly 



44 


have a lot of work to do before they would end up meeting those 
conditions in order to move forward. 

Mr. Porter. Thank you, Mr. Walker. I appreciate it. 

Ms. Springer. May I add one other thing as well? We have a re- 
port that we will be glad to provide for the record as well on the 
demonstration projects that cover these 90,000 to 100,000. We have 
just finished it this week and would be glad to provide that for the 
record. 

[The information referred to follows:] 
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Performance-Based Alternative Pay Systems 
IN THE Federal Government 

Alternative pay systems with performance-based pay have existed for 25 years and today cover 
over 90,000 Federal employees. Taken together, these systems represent a steady progression 
away from the current Govemmentwide classification and pay systems toward alternative 
approaches where market rates and performance are central drivers of pay. These alternative pay 
systems apply to the same kinds of work and workers that the current Govemmentwide General 
Schedule and executive pay systems cover. The alternative systems vary in some of their 
technical details, but share many common objectives and practices. 

Reviewing what happened when agencies implemented performance-based alternative pay 
systems surfaces five significant conclusions about their common experience: 

• Agencies discarded the General Schedule in favor of more practical classification and 
market sensitive pay. 

• Performance - not time - drives pay. 

• Success depends on effective implementation. 

• Employees have come to support alternative pay systems. 

• Agencies funded their systems out of existing budgets. 

Tliese observations are supported by many years of cumulative data found in both internal and 
external evaluation reports. That support is not unqualified, and progress in some organizations 
has been slower, as would be expected with experiments. Nonetheless, the evidence presents 
clearly positive trends. 

Although each performance-based alternative system is unique in some respects, they can be 
grouped in three categories: Demonstration Projects, Independent Systems and Govemmentwide 
Executive Pay. Figure 1 shows the breakdown of employees across the three categories. 

Figure 1. Employees in 
Performance-Based Alternative Pay Systems 

Independent 
^Systems 32,441 

Govemmentwide 
Executive Pay 8,404 

Table 1 provides an at-a-glance view of all of the performance-based alternative pay systems 
identified by the Office of Personnel Management (0PM). The current numbers of covered 
employees are based on March 2005 data from the Central Personnel Data File, except for the 
Government Accountability Office (GAO) data, which are as of 2003. 
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Table 1. Performance-Based Alternative Pay System Profiles^ 


Agency 
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Date 

Total 

Number of 
Employee 
Covered 

Types of Employee 
Covered 

Bargaining Unit 
Employees 
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Non- Bargaining 
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X 

X 

X 




X 

X 

X 


BEiaa 


X 

X 

X 




X 

X 

X 

1 - Naval Research Laboratory (NRL) - seven locations 



X 

X 

X 



WKEBM 


X 

X 

1 Independent N\ stems 


32.441 




Federal Aviatiewt Administration 




X 

X 

Internal Revenue Service 

■JiMl 




X 

Government Accountability Office 




BBH 

l^QHI 





'.■■.■'.-.I 
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-National Credit Union Administration 
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- Federal Deposit Insurance Corporation 

KiTiM 


X 

X 

X 

1 (io^ernmentuide I'\eeutive Pa\ 


K,404 




Senior Executive Service 
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Senior Foreign Service 
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Ksai 
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1 (Brunei 1ol;il 


95,737 





’ We categorized a pay system as “performance-based” if the system provides at least two levels of performance- 
based pay increases for employees rated Fully Successful or higher under a regular pay adjustment cycle. We did 
not include systems that provide the opportunity for higher base pay increases for top performers only on an 
irregular or ad hoc b^is, such as the opportunity to receive quality step increases under the General Schedule. 

We note that other alternative pay systems apply to other groups of Federal employees (e.g., Department of 
Veterans Affairs title 38 pay system. Securities and Exchange Commission, DOD Dependent Schools, and 
portions of the Federal Aviation Administration, to name a few). These systems are not included in this table 
because we did not identify them as meeting our definition of “performance-based.” 

^ At their request, this project was expanded to include bargaining unit employees in the Clerical Career Path only. 

^ GAO has used a broadbanded performance-b^ed pay system since 1980, but the system described here was 
substantially revised and implemented in 2002. 

* FDIC has had independent authority to set employee compensation for more than 70 years and has used 
alternatives to fixed-step, time-driven pay systems for more than a decade; the system described here was 
implemented in phases beginning in 2003. 


USOPM 


2 


October 2005 













47 


DEMONSTRATION PROJECTS 

OPM and Federal agencies have invested 25 years in implementing pay-for-performance 
demonstration projects* by developing, approving, testing, and evaluating various approaches to 
alternative classification, pay and performance management systems. Much of the detailed 
knowledge about alternative systems - not just “what” was implemented, but “how” the project 
was developed, as well as its results - has come in the last 8 years through development and 
evaluation of demonstration projects in the Department of Defense (DoD) Laboratory 
Demonstration Program (Lab Demos). Demonstration projects have clearly yielded positive 
results. This conclusion has been further supported by reviews conducted by the Government 
Accountability Office and the National Academy of Public Administration, among others (see 
pages 22-24 for References). 

Results 

OPM maintains an archive of individual and summative evaluation data that spans 25 years of 
progress. For ptirposes of this document, data analysis has focused on strategic compensation 
and effective performance management. Results in these areas are evidence that performance- 
based pay systems can work in the Federal Government with proper attention to change 
management and effective leadership practices. 

Strategic Compensation, in departing from the General Schedule, demonstration 
projects are driven by mission needs, particularly to attract and retain top performers by offering 
competitive salaries and using pay to emphasize that performance matters. 

Hishest rated performers are paid the most 

• Employees in the demonstration projects reported a much stronger link between pay and 
performance than under the GS system. 

• Demonstration projects were designed to provide higher pay increases to high performers, 
and results show increasing differences in pay between high and average or low performers 
over time. 

• After 4 years, in the AFRL Lab Demo, performance accounted for 25% of differences in pay, 
compared to 0% under the GS system. 

• In the Navy demonstration projects (loosely labeled “China Lake”), there was a 40% 
difference in pay between average and high performers after 10 years. 

• Annual pay increases ranged from 0% for low performers to as much as 20% for top performers. 


’ Enacted as part of the Civil Service Reform Act of 1978 and codified in chapter 47, Research and Demonstration, 
of title 5, United States Code, this authority enables OPM to establish up to ten demonstration projects, each of 
which may cover up to 5,000 employees for 5 years, with possible extensions to permit further evaluation. The 
original intent of this law was that on the basis of evaluation findings, a successful policy enhancement would be 
proposed for Goveramentwide application. Over time. Congress has enacted some variations of this basic 
approach including making some demonstration projects permanent and granting the Secretary of Defense 
authority to establish the DoD Laboratory Demonstration Program, which applies the basic chapter 47 
requirements. 
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Performance - not time - drives pay. 

• Performance-driven pay progression replaced statutory waiting periods of 1 to 3 years for 
step increases and career-ladder promotions. 

• In the majority of projects, the annual general increase was at risk and not granted to poor 
performers, '^ere unions objected, the General Schedule practice was followed and the 
general increase was guaranteed, regardless of performance. 

• Even where employees did not report high levels of support for the demonstration project, 
they still reported increased pay satisfaction and a stronger link between pay and 
performance than under the GS system. 

Costs are controllable. 

• Through its research 0PM has identified six major cost-control factors: 

( 1 ) method of converting pay rates for individual employees to their rates in pay bands 

(2) policy on starting salaries 

(3) type of pay progression and system of performance management 

(4) size and mix of salary and bonus budgets 

(5) choice of full-performance level pay rates 

(6) overall number and distribution of positions established across bands and work levels 
GAO, in its review of demonstration projects, noted a similar set of factors. 

• By far the most important cost-control factor relates to the fourth listed above. Experience 
has proven that using a predetermined percentage of payroll for performance-based pay 
increases is a much more effective and accepted cost control method than linking 
predetermined pay increases to different performance assessments, subject to a maximum 
rate for a given range of pay rates. Under the latter approach, costs are controllable chiefly 
by enforcing distributions of performance assessments, which in the Federal Government’s 
merit-based culture can be considered harmful to trust and credibility and is generally 
avoided. 

• The fifth cost-control factor listed above derived from an important lesson learned about 
setting the range of pay rates covering work classified at the full performance level. In an 
early demonstration project, pay rates more appropriate for work classifiable at the senior 
expert level were included within the full performance range. As a consequence, full 
performance work came to be paid at much higher rates than necessary or appropriate from a 
market perspective, and costs rose significantly. Such effects can be prevented by taking 
care in setting the range of pay rates for full performance work. 

• The average percentage of payroll for base pay increases was about 2 to 2.4% and ranged 
from a high of 2.9% (NIST, during its early years) to 1.4% (NAVSEA-NUWC Lab Demo). 

• Bonus budgets were also similar to the GS system - averaging about 1% of payroll and 
ranging from a low of 0.6% to a high of 1 .96% (NAVSEA-NUWC, supplementing the low 
base pay percentage). 

• For the nine Lab Demos, average pay was about Vi step higher after 4 years than under the 
GS system. The Lab Demos used many different banding schemes, and there was no 
indication one scheme was more or less costly than another, because pay progression and 
promotion policies still influenced movement within and between bands. 

• After 14 years, salaries at the Navy China Lake demonstration projects were about one GS 
step (3%) higher than for GS employees at the control sites. 


USOPM 


4 


October 2005 



49 


Work levels are broadly defined. 

• Demonstration projects consolidated the 15 narrowly-defined grades of the General Schedule 
into three to five bands or work levels that more realistically reflect the way work is 
organized in modem work settings, typically defining levels of work as entry, development, 
full performance, senior expert, and managerial levels. 

• Satisfaction with classification procedures increased and was 59% for the Lab Demos, 
compared to 41% under the GS system. 

• Classification authority based on broader definitions of woik levels was delegated to managers. 

• The time required to classify positions decreased dramatically, and the number and length of 
position descriptions decreased. 

• Some demonstration projects used competencies to define the factors applied in classifying 
positions and assessing performance/contribution. 

Demonstration projects allow for sensitivity to locations and occupations. 

• Pay banding facilitates more strategic use of compensation to recruit and retain high- 
performing employees. 

• Pay can be more competitive in two ways: first, by offering starting salaries at higher levels 
of a band, and second, by paying high performers commensurate with their performance, 
increasing their retention. 

• After 8 years, salaries for NIST demonstration project employees were about 10% above the 
GS control groups. Since NIST hires top-level scientists, they were able to maintain more 
competitive salary levels than agencies under the GS system. 

• Largely as an administrative convenience, all demonstration projects adopted the locality pay 
percentages already used in the GS system to establish geographic pay supplements. 

Effective Performance Management. Making a pay system more performance 

oriented requires credible performance appraisal. Formal distinctions in measured performance 

must have recognizably different consequences. Such credibility and transparency is attained 

through education, strategic alignment, due process, and - most important - accountability. 

Managers are held accountable. 

• In the demonstration projects, increased managerial discretion was balanced with a number 
of accountability mechanisms. 

• In most demonstration projects, there was a reconciliation process, where managers of 
different organizational units jointly reviewed their rating distributions and employee 
accomplishments and reached agreement on relative performance rankings. 

• Rating distributions were always reviewed at higher levels to insure fairness and consistency 
across organizations. 

• Rating reconsideration procedures were provided in all demonstration projects and grievance 
activity was monitored. 

• Formal evaluations were another accountability tool. Periodic surveys were administered 
including questions about procedural fairness, demonstration project support, and employee 
trust in supervisors. While employee perceptions of fairness and trust generally improved 
over time, the challenge of expanding a sense of fairness and trust remained. 
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• Trust is critical in effective performance-based pay systems. Demonstration project results 
show that trust levels in general remained high and in some cases increased when pay was linked 
to performance, managers were accountable, and due process safeguards were available. 

Manaeers, HR staff and employees are trained. 

• All demonstration projects provided extensive training and orientation in the new systems to 
managers, HR staff and employees to ensure they understood the new systems and were able 
to administer them. 

• Training in compensation and performance management was often repeated in the second year. 

• Demonstration project results show understanding of the systems increased significantly after 
the first year. 

Manaeers set expectations and provide meanineful feedback. 

• Communicating clear expectations and providing constructive feedback is necessary to help 
employees direct their efforts and improve their performance. 

• Results vary across demonstration projects and indicate that although performance-related 
communication improved, it is a fimction of how well managers communicate in general. 
This is one area where continuing improvement is needed, 

• Communication was found to be a factor critical to the success of the demonstration projects. 
Measures of effective communication were positively correlated with demonstration project 
support, satisfaction with performance management, perceptions of fairness, and 
organizational commitment. 

Meanineful performance distinctions are made. 

• When comparing the before (1996) and after (2000) demonstration project implementation 
rating distributions, there was generally more spread after implementation of pay-for- 
performance. Figure 2 illustrates changes in ratings distributions over time for four Lab 
Demo sites: 

Figure 2. Ratings Distributions at Four Lab Demos 
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Overall results were better when systems met effectiveness standards. 

• Analysis of Lab Demos against widely accepted criteria for effective pay-for-performance 
systems* showed labs that met most of the criteria tended to have higher levels of support for 
the project. 

• Overall results of Lab Demos that met most of the effectiveness criteria also show they 
scored higher in surveys that measured procedural fairness, the link between pay and 
performance, and pay satisfaction. 

Best performers stay. 

• Demonstration projects were more effective in rewarding high performers and dealing with 
poor performers than the GS system. 

• Results show reduced turnover of outstanding performers, as illustrated by the data in 
Table 2 for four Lab Demo sites. 

Table 2. Turnover Rates Pre/Post Demonstration 


Lab Demo 

Year 

Among Employees Rated Outstanding 

Annual Turnover Rate 

Percentage Change 

ARL 

1996 

56% 



2000 

29% 

vj/ 48% 

MRMC 

1996 

75% 



2000 

37% 

51% 

ERDC 

1996 

53% 



2000 

19% 

vl' 64% 

AMRDEC 

1996 

65% 



2000 

58% 

■4^11% 


The effectiveness criteria used in 0PM evaluation studies of performance-based alternative pay systems are shown 
below. They are derived from the research and writings of Dr. Edward E. Lawler III, one of the most highly 
regarded academics and thinkers in the United States about human resources management, compensation practices 
and organizational effectiveness. 

1 . significant rewards can be given and tied to performance 

2. information is communicated to employees about how rewards are given 

3. supervisors are willing to explain and support the reward system 

4. rewards can vary widely, depending on performance 

5. meaningful performance appraisal sessions can take place 

6. performance can be objectively and inclusively measured 

7. high levels of trust exist or can be developed between supervisors and employees 
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Implement A tion 

Evaluations of agency demonstration projects have established that Federal agencies successfully 
changed their pay and performance management systems to be modem, effective, validated, 
credible, and transparent - criteria repeatedly cited by the Government Accountability Office as 
essential for achieving results-oriented pay reform. Congress has since enacted such criteria as 
required design elements for any pay-for-performance demonstration project and other 
performance-based pay systems. In this regard, funding, leadership, and oversight are critical in 
implementing such systems and meeting these criteria success&lly. 

Funding. As with any compensation system, agencies were naturally constrained to ensure 
the pay features of their demonstration projects were affordable. The cost and funding 
implications of any pay system changes had to be considered carefully. 

Agencies funded their demonstration projects out of their existins budeets. Agencies using the 
demonstration project authority funded design, communication, automation enhancements, 
training, and conversion into the new system, as well as ongoing salary management, and formal 
evaluation. Both the design of the pay system and the manner of implementation can have an 
impact on aggregate payroll costs. In its studies of demonstration projects, 0PM identified six 
key cost factors: 

• Whether buy-ins granted to employees at conversion were lump sum or base pay 

• How starting salaries are set 

• How movement through a band is determined 

• Size and mix of salary increase and bonus budgets 

• The minimum and maximum pay rates that define the pay band for full-performance level work 

• Overall position management and effects of turnover 

Project costs include start-up costs and ongoing salary costs. 

Start-Up Costs — 

• Startup costs included training, information technology (IT) investments in automated 
classification and compensation systems, conversion of payroll and personnel systems, and 
converting employees to the demonstration projects. Costs varied across demonstration 
projects because of different approaches to implementation. A govemmentwide project 
would be more cost effective since design and certain elements of implementation are 
standardized. There would still be factors to consider such as agency training costs. 

However, in many respects these are important investments that the Government is making 
already in its strategic management of human capital. 

• GAO reports that total costs relating to designing, installing, and maintaining automation and 
data systems ranged from $125,000 at NAVSEA’s Dahlgren division to an estimated $4.9 
million at AcqDemo. While the laboratories used their own staff for project development, 
many contracted for support in developing software for the new classification and pay-for- 
performance systems. 

On-Going Salary Costs — 

• In general, salary cost management for organizations covered by demonstration projects is no 
different than for agencies covered by the General Schedule (GS) pay system. 
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• Organizations covered by demonstration projects typically spend approximately the same 
amount of funds on structural pay increases as do agencies covered by the GS system. That 
is, demonstration project employees typically receive structural pay increases that are about 
the same as the base pay and locality pay increases received by GS employees. 

• Similarly, organizations covered by demonstration projects typically spend approximately the 
same amount on performance-based pay increases as do agencies covered by the GS system. 
That is, performance-based pay increases for demonstration project employees are 
approximately equal to the within-grade increases, quality step increases, and “career-ladder” 
promotions received by GS employees. 

• Structural pay increases (whether for organizations covered by demonstration projects or for 
agencies covered by the GS pay system) result in new salary costs, both in the year granted 
and in all future years, since structural increases in base pay become the base upon which 
subsequent structural pay increases are paid. 

• When combined with normal turnover in the workforce, performance-based pay increases 
under demonstration projects typically do not result in an aggregate increase in overall salary 
costs. This is also true for GS employees, since newly hired GS employees generally are 
placed at lower grades and steps than departing employees. Thus, the cost of within-grade 
increases, quality step increases, and “career-ladder” promotions for current GS employees is 
offset by the lower salary costs attributable to newly-hired GS employees. 

• Pay pools established under demonstration projects effectively control the cost of 
performance-based pay increases under such systems by limiting the amount distributed 
through that mechanism to a fixed amount ranging from 2.0 to 2.4%, depending on the 
occupational and demographic distribution of the covered workforce. Agencies covered by 
the GS pay system historically have spent about 2.0% of payroll on within-grade type 
increases. 

• In the early history of demonstration projects, some - like NIST - did not use a fixed pay 
pool. Decisions regarding funding level, choice of full performance pay band (e.g., 

GS-13/I4 for administrative staff), pay progression formulas, and distribution of performance 
ratings also affected the degree of salary growth experienced by such projects. This 
represents a significant “lesson learned” from the Government’s experience with 
demonstration projects. 

• Finally, some demonstration project agencies operate on a reimbursable business basis. 

Thus, the need to keep prices competitive acts as a funding constraint for these agencies. 

Leadership. Sustained, committed leadership - at all levels of the organization - is needed 

to develop and ensure support for a demonstration project. Leaders must engage stakeholders, 

dedicate resources, motivate staff, provide direction, promote and reinforce change, and create a 

strong performance culture. 

• Support for the demonstration projects increased over time. Initially many employees were 
skeptical, which was to be expected with such major cultural changes that eliminated for 
these selected employee groups entitlements the vast majority of Federal employees still 
received. As experience and understanding developed, the overall level of support as 
measured by employee surveys generally reached a very satisfactory level of around 66%. 

• Internal champions are critical in developing, communicating, and advancing these projects. 
They are persistent, persuasive, trusted, and visible. Every successful project can identify 
such individuals. 
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• Support for the demonstration projects can be tied to effective leadership practices and 
conversely, low support is not a result of poor design, but rather ineffective leadership 
practices. Support was high (80% vs. 26% at the lowest lab) in Lab Demos where more 
employees:^ 

- understood how pay decisions were made (70% vs. 58%) 

- viewed pay administration as fair (73% vs. 43%) 

- saw a link between pay and performance (71% vs. 58%) 

- reported good communication by supervisors (55% vs. 40%) 

- reported trust in their supervisor (76% vs. 55%) 

• Concerns that increased management discretion over pay decisions would negatively impact 
Job satisfaction and morale proved unfounded. Given concerted communication and training 
efforts and strong leadership from the top, demonstration projects achieved improvements in 
both areas 

• Management communication was closely related to employee satisfaction with performance 
management and supervision. It was also related to trust, which is essential for acceptance of 
pay-for-performance systems. None of the Lab Demos scored high initially on assessments 
of communication effectiveness, but all improved over time. 

• In its report on broadbanding in nine Federal agencies, the National Academy of Public 
Administration (NAPA) concluded that agencies emphasized communication, but wished 
they had done more - even though in some respects they had saturated their audiences with 
information. 

• All projects undertook extensive communication efforts by using a variety of modes 
including: mass emails, newsletter, websites, meetings, public hearings, etc. 

• Transitions in leadership can inhibit effectively carrying out changes in human resources 
management. 

• Strong leadership assures consistent practices and results especially with decentralized 
approaches to implementing human resources management change. According to NAPA, 
such leadership is necessary to maintain a consistent level of training and management 
support for change. 

• Leadership in gaining union support is a joint responsibility of labor and management. 
Managers play a critical role in the success of the demonstration projects and those managers 
who communicate honestly and effectively are most likely to gain trust and support for the 
project. Unions, on the other hand, need to be open and willing to experiment with new pay- 
for-performance systems and give the demonstration projects time to prove themselves. The 
demonstration projects showed the most effective approach has been to involve unions early 
to gain their support. In the absence of union support, some of the Lab Demos implemented 
their projects for non-bargaining unit employees only. To date: 

- The Aviation and Missile Research, Development and Engineering Center (AMRDEC), 
which had high demonstration project support (70%) and trust levels (76%), provides a 
good example of a project that worked successfully with its union. As a result, after 
reviewing external evaluation results, the Executive Board of AFGE Local 1858 
approved a 5-year extension of the demonstration project. 


^ Percentages show “best to worst” comparison in lab demos survey results 
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- In some Lab Demos, unions agreed to test the interventions for a certain number of years 
but required management to renegotiate continuation with the unions. 

- At the Department of Commerce, employees of the two bargaining units within the 
Offices of the Chief Financial Officer and Assistant Secretary for Administration 
requested participation in the Commerce Project. 

Oversight, Oversight consists of ongoing internal and external review during the 

development and implementation of these projects, as well as formal program evaluation at key 

points. 

• Development and approval pertain to the formal recommendation of a project, consistent 
with legal requirements, under chapter 47 of title 5, United States Code, for establishing a 
demonstration project. Such requirements involve development of a plan specifying purpose, 
coverage, methodology, duration, training, anticipated costs, and periodic evaluation; 
publication in the Federal Register; public hearings; and advance notification to employees 
and the Congress. The process of development in general took 2 years and an additional 5 or 
more years to fully implement. Such extensive up-front time investments that demonstration 
projects require reflect the fact that they must generate the support necessary to single out an 
organization for atypical treatment and to design the specific, unique features of that 
treatment. 

• For the Lab Demos, internal evaluation activities were generally performed by project staff 
and if contracted out were about $150,000 per year. Five-year external evaluation costs were 
shared by the laboratories and ranged from an annual cost of $14,000 (small lab) to $42,000 
(large lab) in the first year, and $16,000 to $85,000, respectively, in the final year. 

• The role of OPM varied from chapter 47 programs in which OPM approval was necessary 
for implementation to certain programs (i.e., Lab Demos) that by law later excluded OPM 
from the approval process. 

• The Lab Demos used three DoD committees outside the local laboratories to oversee the 
demonstration project development process. Meetings were attended by individual project 
managers, OPM demonstration project staff, and members of the external evaluation team 
and DoD staff. 

• Employee surveys played a key role in understanding the impact of demonstration projects. 
All projects used some kind of survey. 
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INDEPENDENT SYSTEMS 

The second group of alternative pay systems are agency-specific and were established under 
independent authority Congress granted the agency in its authorizing legislation or as a specific 
authority to implement separate compensation systems. The specific agencies and employee 
populations covered by the systems reviewed here are listed in Table 1 on page 2. 

Several agencies in this group obtained their special pay and classification authorities as 
Congress acted in response to a crisis, such as the situation in the banking industry that led to 
passage of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 
(FIRREA). In such circumstances, agencies have successfully argued that any improvement 
Congress expects in recruiting and retaining top-flight talent would be seriously impeded by 
continued coverage under the General Schedule’s outmoded classification scheme and below- 
market salary ranges for their mission-critical occupations. 

In contrast to demonstration projects, these independent systems may proceed without partnering 
with OPM to facilitate design and implementation, nor in most instances are any particular 
evaluations required. As one consequence, far less systematic data is available about the 
implementation and results for these systems. Nonetheless, they constitute an important category 
and their experience is also instructive. 

Results 

Strategic Compensation, in many instances, these agencies won their independent 
compensation authorities as essential means to achieve improvements in meeting specific 
mission objectives and strategic outcomes. They recognized the role more up-to-date 
compensation programs could play to support those efforts. 

Market sensitivity drives pay. 

• To a great extent, agencies used their independent pay-setting authority to move beyond the 
limitations of the General Schedule salary rates and offer more competitive salaries to attract 
and retain mission-critical talent. 

• Although the FIRREA agencies in particular used their pay authority to set competitive 
salary levels, several of them retained the strong internal equity value from the General 
Schedule and adjusted the salary ranges for all occupations, irrespective of their strategic 
value. In other words, they did not use their available flexibility to set and adjust pay levels 
only for mission-critical occupations and leave salaries for other more general occupations at 
normal Govemmentwide levels. 

Performance - not time - drives pay increases. 

• Most independent systems grant within-range increases annually, rather than using multi- 
year waiting periods. 

• Even for systems covering bargaining unit employees, any general structural increase to the 
underlying pay structure is granted only to employees who meet basic performance 
requirements. 
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Hishest rated performers are paid the most 

• In most systems, the size of the overall pay increase is related to an assessment of the 
employee’s performance. In some cases, however, the formal ratings of record are 
summarized at only two levels with other assessment information applied to make further 
distinctions among the employees who meet basic performance requirements. 

• Some FIRREA agencies kept the basic grades of the General Schedule classification system, 
but expanded their pay rate ranges beyond the narrow 30% General Schedule range to allow 
stronger pay differentiation for better performers. 

• Some FIRREA agencies have used “control points” within their broad pay ranges to ensure 
that rates of basic pay in the highest portions of a range are restricted to employees with the 
most highly rated performance. 

Effective Performance Management. Many of the agencies with independent pay 

systems are not subject to the performance appraisal requirements of most Federal agencies. 

Nonetheless, they have implemented employee performance assessments to link to pay 

decisions, and many of their results are similar to the demonstration projects. 

Manasers are trained and accountable. 

• Introducing a substantially new performance management system is often a key element of 
implementing a more performance sensitive pay system. Both the IRS and GAO 
concentrated on ensuring managers were thoroughly trained and that effective use of the new 
techniques became an important aspect of their own performance assessments. 

Competencies are assessed. 

• GAO uses core competencies as a central common element in its performance management 
system to ensure integration and strategic alignment throughout the agency. Each employee 
is clear about how those competencies apply in his or her own performance and expectations. 
Introducing these core competencies was a central feamre of the major overhaul of the 
broadbanded pay system GAO had already had in place for many years and for which lenient 
performance ratings had been problematic for many years. 

Meanineful performance distinctions are made. 

• Through a combination of integrated drivers - including cost control, the objective of 
creating pay differentiation, and holding managers accountable - several independent 
systems have successfully maintained rigor in the distributions across their performance 
assessments, as illustrated in Figure 3 for four independent systems. To some degree, this 
may reflect the fact that such rigor is commonplace in the private sector organizations that 
comprise the principal competitive labor market, particularly for the financial regulatory 
agencies. 
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Figure 3. Ratings Distributions for Four Independent Systems 



* Outstanding 
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Implement A tion 


Funding. The agencies with independent classification and pay authority faced many of the 
same funding challenges as demonstration project agencies. However, in several cases, access to 
resources was somewhat more flexible. 

• Several agencies were not seriously constrained by the limitations annual appropriations 
impose because they could control their revenue through such means as setting user fees. 

• IRS delayed an expansion of its broadbanding system for managers until funding to finance 
“buy ins” could be identified. 

• FIRREA included a statutory requirement that each FIRREA agency “shall seek to maintain 
comparability with other Federal bank regulatory agencies.” This requirement can 
sometimes put pressure on an individual agency to develop a larger salary increase budget 
than might have been anticipated. The FIRREA agencies use an informal “comparability 
committee” to share information about plarmed pay increases. 

• GAO reported spending $1.5 million on the design and implementation of its competency- 
based performance management system and its performance-based compensation system, 
including training for management and staff. 

Leadership. Although their independent authority meant these agencies did not have to 
coordinate and produce the extensive plans demonstration projects require, most still relied on 
strong leadership to direct the effort and sustain support. 

• GAO’S overhaul of its 20-year-old broadbanding system was a primary management goal of 
Comptroller General David Walker. His singular commitment to developing a robust 
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performance management system and transforming the agency’s culture to focus on core 
competencies and market-based pay was essential to the success achieved to date. 

• Leaders made a strong commitment to employee communication. In its report on 
broadbanding in five states and nine Federal agencies, NAPA concluded that all 
organizations emphasized the importance of fostering communication, but wished they had 
done more, despite saturating their audiences wdth information. 

o FAA used mass emails, monthly newsletters, briefings, mandatory training, brochures, 
website and follow-up training. FAA established a communications group with a broad 
representation of agency managers and employee representatives to consider a corporate 
approach to communications on all subjects, 
o IRS used focus groups, briefings, satellite broadcasts, a web-based calculator and 
executive communications packages. 

o GAO used constant communication and collaboration with employees at all affected 
levels, distributed hard-copy material, and placed it on the GAO intranet, solicited 
employee views and suggestions, held listening sessions and teleconferences, and 
provided manager-conducted training when the system was implemented. 

• In several FIRREA agencies that are led by corporate boards, those boards have an ongoing 
leadership role, particularly with respect to setting compensation philosophy and objectives, 
as well as setting merit budgets and determining affordability. Those boards in some 
instances directed an overhaul of some aspect of the pay for performance system, e.g., to 
make it simpler, more performance sensitive, or add cost controls. 

Oversight. Because these agencies were exempt from title 5, oversight varied and was not 

systematic. In nearly all cases, they were not required to conduct evaluations of their new 

systems, although several did perform general program evaluations, particularly when new 

leadership raised questions about their systems. 

• Despite their independence from title 5, most of these agencies are subject to Executive 
Order 13197 on Governmentwide Accountability for Merit System Principles. Compliance 
with this Order entails establishing accountability systems that meet standards established by 
0PM. 

• The failure to establish standards, indices and time frames by which a change effort is 
assessed early in the process not only makes success difficult to determine but makes 
implementation problematic. Although the FAA clearly identified five major objectives for 
changes in human resources management systems, it did not initially develop an evaluation 
plan with standards or gather baseline data by which the success of the interventions could be 
assessed. FAA subsequently did establish comprehensive evaluation plans for its system, 
conducted multiple evaluations and reviews, compiled baseline data, and established specific 
measures of success. 

• GAO paid special attention to providing due process and safeguards to promote employee 
acceptance and trust. They established a special reconsideration process to offer employees 
the opportunity to get their performance assessments examined by independent reviewers. 

• External evaluations played a role in most projects, although NAPA found that GAO did not 
use external evaluation. 

• For FIRREA agencies, the “comparability committee” provides some cross-agency 
accountability'. 
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GOVERNMENTWIDE EXECUTIVE PAY 

Because executive pay is based on pay-for-performance systems, the employee numbers are 
included in Table 1 on page 2. SES pay system implementation and the results of executive 
appraisal system certification have become an important element of the Government’s overall 
experience with performance-based pay. 

Since January 13, 2004, all SES members have been covered by the Federal Government’s 
enhanced performance-based pay system for executives and now any increase in a senior 
executive’s rate of base pay must be linked to performance. In addition, the enhancement 
established an expanded open-range for setting and adjusting base pay. A similar, but separate 
authority granted by Congress in 2005 covers the Senior Foreign Service. 

Executives are the most important change agents when it comes to enhancing or replacing 
performance management systems. 0PM has had a year of leadership and oversight experience 
implementing new certification requirements for agency Senior Executive Service (SES) 
performance appraisal systems. The entire SES is under an enhanced performance-based pay 
system. Pay changes are based totally on performance. Stronger distinctions in performance are 
being made, with previous cases of extremely high and implausible percentages of Outstanding 
ratings declining so that the “outstanding” description can truly carry its intended connotation of 
“stands out as an exception.” Base pay increases in higher amounts and greater proportion are 
going to higher performing executives. As a further enhancement and incentive to improve 
performance management practices and results, agencies that meet 0PM and congressionally 
mandated requirements for effective appraisal systems may offer higher rates of base pay to their 
senior executives. 

Results 

OPM has seen diligent, thoughtful, and rigorous implementation of the new system. For most 
agencies, the SES performance-based pay system is their first experience with a system where 
base pay is set and adjusted using an open pay range without fixed rates or steps. 

Strategic Compensation. 

Pay adjustments and awards are based on performance. 

• Performance Review Boards are using the results of the appraisal system to make 
recommendations about awards; some are also engaged in recommending pay adjustments. 

• In general, results show executives rated Outstanding receive higher pay adjustments than 
executives rated at a lower level. 
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Effective Performance Management. 

Aeencies are holdins executives accountable for achievine results that are clearly tied to 

oreanhalional soals. 

• Information about the linkage between mission goals and individual executive accountability 
is reviewed during the certification process. Executives are now actively incorporating into 
their performance plans specific business results with clear measures of performance. 

• Performance plans that merely hold executives accountable for “providing leadership” or 
“managing a program” do not meet the certification criteria without also including specific 
organizational goals and targets to be achieved, with measurable standards. 

• With respect to rating distribution, 0PM looks for a relationship between the rating 
distribution and the performance of the agency, as determined through the agency’s 
Performance and Accountability Report (PAR), results of applying the Office of 
Management and Budget (0MB) Program Assessment Rating Tool (PART) on agency 
programs, or other organizational performance reports the agency provides. 

Aeencies are assessins orsanizational unit performance, communicatine that performance to 

ratine officials, and ensuring their ratine distribution reflects the unit’s performance. 

• 0PM and OMB review organizational performance information during the certification 
process. 

• OPM is no longer seeing agencies with 100 percent of their executives rated at the highest 
level allowed by their system while the agency is failing to meet its performance targets. 

Aeencies are making distinctions in levels of performance. 

• Many agencies that were not previously making any distinctions across levels of performance 
are now making those distinctions and are identifying and rewarding their top performers. In 
addition to being clearer and more beneficial to the executives themselves, providing such 
differential feedback makes the overall system more credible and useful to customers and 
other stakeholders. 

• The average percentage of executives rated at the top performance level used by their 
systems went from 80.6 percent in 2001 to 55.5 percent in 2004. Agency-specific changes 
are shown in Table 3 on the next page. While agencies have continued to make progress, 
there is still more work to be done. 

Aeencies are holding executives accountable for the performance manaeement of 

subordinates. 

• This new requirement established in the certification regulations ensures that leadership and 
supervisory responsibilities are among the performance elements upon which an executive is 
rated, demonstrating the importance of that aspect of executive responsibility. 

• OPM reviews executive performance plans to ensure that this element is included. 
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Table 3. Senior Executive Service Performance Ratings 
2000, 2001 and 2004 


Agencies 

2000 

Percent at Highest 
Rating Level 

2001 

Percent at Highest 
Rating Level 

2004 

Percent at Highest 
Rating Level 

Agriculture 

37% 

36% 

44% 

Commerce 

84% 

80% 

49% 

Defense 

98%** 

99%** 

99% 

DHS 

Not Applicable 

Not Applicable 

85% 

Education 

100%* 

100%* 

99% 

Energy 

100%* 

99%* 

44% 

EPA 

86% 

85% 

61% 

GSA 

96% 

92% 

28% 

HHS 

91%** 

91%** 

52% 

HUD 

100%* 

99%* 

45% 

Interior 

100%* 

100%* 

22% 

Justice 

91% 

91% 

62% 

Labor 

68% 

61% 

45% 

NASA 

73% 

76% 

76% 

NRC 

100%* 

100% 

9% 

NSF 

83% 

89% 

81% 

0MB 

88% 

20% 

33% 

0PM 

91% 

37% 

47% 

SBA 

76% 

82% 

70% 

SSA 


100%* 

56% 

State 

100% 

99% 

86% 


99%* 

100%* 

33% 


54% 

63% 

44% 

USAID 

95% 

79% 

53% 

VA 

56% 

56% 

64% 


* Agency used a “pass/fail” system, with no level above Fully Successful available 
•* Most but not all of the agency was under a ’‘pass/fail” system 

Agencies are establishins oversieht and accountability systems for their SES performance- 
based Bay system. 

• During the certification process, agencies must describe to 0PM their oversight and 
accountability systems. 

• A high-level official at the headquarters level within an agency is held accountable for the 
implementation and operation of the system. 
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An agency example of how improvements are being made to performance management for 
senior executives follows: 


Improving Results-Focused SES Performance Measurement 

OPM works with agencies to improve their SES performance plans, particularly in the way 
performance measures are established. In 2004, OPM’s review of performance plans from 
the Environmental Protection Agency (EPA) showed they needed to improve the results 
focus and measures of performance. As a result, EPA refined its approach to assessing 
executive performance. Previously, EPA appraised executives solely on critical elements, 
mirroring the Govemmentwide Executive Core Competencies (ECQs). These critical 
elements had only fixed requirements, except for “Results Driven” - which is one of the 
six general ECQs - - which, in addition, tried to capture business results in commitments 
developed by each executive. After consultation with OPM, EPA revised its performance 
plans to place more emphasis on these commitments: 

• The first part of each plan has fixed elements and requirements that focus on the ECQs. 

• The second part is titled “Individual Commitments” and focuses on specific business 
results to be achieved by the executive and the organization for which he or she is 
accountable. 

To help executives strengthen their commitments, EPA’s website now contains some 
“model” performance plans as well as guidance (including examples from OPM) for 
developing good commitments. This new approach is intended to better balance executive 
focus on competencies and achieving results. 


Example of EPA’s old and new approach to establishing executive performance elements 
and requirements: 


Original Element and Requirement 

Revised Element and Requirement 

Results Driven, Individual Commitments: 
Demonstrates leadership in implementing 
the Water Quality Accountability in 
collaboration with States. 

[Stated in part; full plan included 
additional requirements] 

Results Driven, Individual Commitments: 
Eighty percent of the Division’s grants 
are awarded within 60 days of receipt of 
a complete application. 

The backlog of Congressional earmarks 
is reduced by 50 percent. 


Implement A tion 

The implementing regulations issued jointly by OPM and 0MB in 2004 for appraisal system 
certification requirements recognized the variation found in the quality of SES appraisal systems 
Govemmentwide, and OPM established a process for providing provisional as well as full 
certification. This gave agencies access to pay increases while working to enhance their 
appraisal systems further. OPM also issued the regulations implementing the new pay system 
and its more stringent requirements for linking performance and pay. OPM held several forums 
for agencies to annoimce and review the certification criteria and pay regulations. 
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Funding. 

• Implementing the executive performance-based pay systems in the agencies entails very little 
startup investments or costs. 

• Agencies establish internal pay policies for making pay adjustment and award 
determinations, under general Govemmentvride regulations and limitations. 

• Agencies fund their performance-based pay increases and awards out of their existing budgets. 

Leadership. 

• The head of the agency or designee must have oversight and accountability for the appraisal 
and pay of executives. 

• All recommended ratings and awards - and in most agencies pay adjustment 
recommendations - are reviewed by agency Performance Review Boards, which make the 
final recommendations to the agency head (or designee), who makes the final decisions. This 
process ensures rating and reward distinctions are fair and credible. 

• During the certification process, 0PM ensures that the agency system provides for oversight 
and accountability. 

• Agencies have demonstrated their serious commitment to effective implementation of the 
executive performance-based pay system. The imperative to establish and maintain credible, 
transparent systems clearly aligned to agency mission is clear. 

• Agencies have worked cooperatively to share best practices and to apply OPM feedback and 
technical assistance to improve their appraisal system feamres and operations. 

Oversight. 

• Internal and external oversight and accountability is a critical requirement for executive 
performance-based pay systems. 

• OPM as the gatekeeper grants agencies provisional or full certification based on a stringent 
examination of the case the agency puts forward describing how its system meets the 
regulatory criteria. 0MB must concur in the certification decision. To date only one agency, the 
General Services Administration, has received full certification for its SES appraisal system. 

• SES appraisal system certification criteria require an agency to have an oversight and 
accountability system for their performance appraisal system. 

• The process for certifying agency SES appraisal systems has required OPM to conduct 
thorough reviews of the systems, including detailed review of a sample of executive 
performance plans. 

• During calendar year 2004, OPM reviewed the appraisal system and 10 percent of the 
executive performance plans (proportionately distributed across the agency) for each agency 
requesting certification. 

• Agencies requesting recertification of their systems for a successive calendar year are 
subjected to another complete certification review. In particular, OPM analyzes the results of 
linking performance ratings to pay decisions - both for base pay and for performance 
bonuses - to ensure that the appraisal results are applied in a meaningful way. 
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OVERALL SUMMARY 

The Federal Government - through a set of landmark demonstration projects, independent 
agency systems, and the Govemmentwide executive pay system - has made considerable 
progress in recognizing what works and what does not work when it comes to implementing 
performance-based pay systems. 0PM focused attention on many of these lessons learned as the 
Department of Homeland Security and the Department of Defense planned and began to 
implement their systems. The challenges must be addressed, but the rewards are significant. 
When performance-based alternative pay systems are closely scrutinized, the results are clear: 
better performers get higher pay, agencies can control costs and compete for and retain top-flight 
talent, and training and accountability result in effective performance management systems that 
make meaningful distinctions and support agency mission. 
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Ms. Norton. Thank you. That would be very helpful. Mr. Chair- 
man, I do want to just note that the testimony that we received is 
very important if we are looking at writing a bill that might get 
through the Appropriations Committee and for that matter through 
the Congress, and that is Mr. Walker’s testimony that a phased ap- 
proach, a “Show me” approach, a condition-based approach, would 
be the most prudent. 

By the way, would you agree with that, Ms. Springer? 

Ms. Springer. Yes, and that is the way this act is set up. 

Ms. Norton. Do you think this act is — oh, you have only seen 
the concept because we are trying now to find out how to do it and 
I think that it is very, very important to make this palatable. 

Mr. Porter. As do I. Very compelling comments. Thank you. 

Mr. Van Hollen. 

Mr. Van Hollen. Thank you, Mr. Chairman, and let me thank 
both of the witnesses here this morning and thank you, Mr. Chair- 
man, for your continuing oversight in this very, very important 
area. It doesn’t get a lot of public attention, but I think it is very 
important to the public and the quality of government that we 
have. 

Let me just first begin with breaking it conceptually into the two 
parts that Mr. Walker has divided it into, on the one hand the 
management reforms and pay for performance issue, on the other 
hand labor-management relations and the adverse action provi- 
sions of the bill. 

And a note on pay for performance. Again, the concept of pay for 
performance — we have been over this ground before — is something 
that I don’t think anyone can oppose. People should be rewarded 
based on their ability to produce. The key is implementing that 
kind of system, and especially within the government context 
where you have lots of factors that are not present in the private 
sector context and you have many different potential masters. And 
I don’t mean to pick on anybody but if you’re talking about FEMA 
and Michael Brown and what that kind of message sends in terms 
of performance and the kind of individual needed in the job and the 
kind of experience they need in order to carry out their job, what 
kind of signals can that send out to their employees and can they 
really believe they are going to be evaluated based on a fair judg- 
ment and based on their experience and qualifications to do their 
job? 

Let me just ask Ms. Springer if you would agree with just in 
terms of approaching this major piece of legislation in a manage- 
able way, one bite at a time, whether you would agree with Mr. 
Walker’s suggestion that we might be better off taking this as two 
separate pieces; in other words, let’s examine the pay for perform- 
ance part and focus on that issue and not move forward with the 
other provisions that are in the bill. What would you think of that? 

Ms. Springer. I think that is an option that could be considered 
but having said that, I think that we have crafted the bill with the 
thought that the two pieces do go together, and we think that they 
both can be accommodated in a much, much reduced way from 
DHS. 

The one mistake we don’t want to make is to say this is DHS 
revisited or NSPS revisited because that part is scaled down con- 
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siderably. However, I personally, speaking for myself, think that is 
an option that you know could be looked at. 

Mr. Van Hollen. I just note with regard to labor-management 
provisions, I understand there are provisions in this bill that are 
not the same as DHS and the Department of Defense. On the other 
hand, as I understand, there are some provisions in this bill that 
are actually potentially more expansive. Mr. Walker mentioned the 
definition of emergency, which is, as I understand it, is the trigger- 
ing definition for determining whether or not you’re going to con- 
tinue to follow the labor-management provisions of the bill. And 
the definition of emergency is broadened to include, “any situation 
involving or potentially involving an adverse effect on agency re- 
sources.” It goes on to talk about increase in agency workload or 
any budgetary exigency caused in whole or in part by external au- 
thorities. I can’t think of a single department in the Federal Gov- 
ernment today that couldn’t claim that they were in an emergency 
right now under that definition. 

If you could respond to that. 

Ms. Springer. Well, there are technical people here who could 
probably talk to the specific language better than I can, but the 
purpose of this hearing, the purpose of our work with you, with 
your staffs, is that we can refine those things in a way that deals 
with concerns that you have. 

If it is too broad, let’s look at it. If it is not immediate enough — 
my understanding was that it was really intended to be for imme- 
diate situations where there is a need for immediate action, there 
isn’t time to deliberate, what have you. But having said that, I am 
not the technical expert. But if there are things we need to refine, 
let’s look at them. The idea was to get a draft act on the table so 
we could start to work together and get this thing refined. 

Mr. Van Hollen. I hear you. 

Mr. Walker. I agree it is too broad. And second, I think you 
have to think about, in coming up with a reasonable definition of 
what is an emergency, for what period of time is there an emer- 
gency. Is it envisioned that it is a limited period of time, or is it 
something that is defined so broadly that it could go on indefi- 
nitely? I think, you know, that is a very important area and a very 
problematic area. 

Mr. Van Hollen. And Mrs. Springer, I agree with you that part 
of this process is ^ve and take. But the problem is when you put 
something in writing on the table like that it does send signals. 
You have to build trust to move forward with this kind of process. 
You have to build the trust of Federal employees who are about to 
be subjected to the new rules. And when you put on a piece of 
paper something that is just so broad it would encompass just 
about any agency today, it creates a more difficult environment to 
move forward. 

Mr. Chairman, if I can just ask one last question with respect to 
the phased in approach and the fact that you have the “Show me” 
test. Under the draft, or concept, what is — who are we showing? In 
other words, is this a certification that is going to be made by 0PM 
as to whether or not the criteria had been met? 

Ms. Springer. Yes, that’s right. I just want to add one other 
thing if I can with that emergency issue, I think hopefully we 
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would all agree that there are legitimate emergencies in critical sit- 
uations, assessable situations. I hope we’re not saying that there 
is no such situation that could be addressed should we have a 
labor-management component to the bill. 

Mr. Van Hollen. I understand. It is this definition, as I say, it 
seems to refiect the current condition of every department in the 
Federal Government. 

Mr. Walker. Can I suggest, Mr. Van Hollen, that you are correct 
in noting that under this proposed draft legislation or proposal that 
0PM would do the certification. I would fully expect that the Con- 
gress would want GAO to monitor OPM’s efforts and to report peri- 
odically with regard to the exercise of those. 

Mr. Van Hollen. I thank you for that. The red light was on so 
after the answer I wasn’t sure but, Mr. Chairman, just on that 
point. Clearly, there’s going to be a question about the — I think 
from the Congress’ perspective given the nature of this, if we were 
to move in this direction, it would absolutely be essential from our 
perspective to have GAO overseeing or monitoring the reporting on 
that. 

Mr. Porter. Thank you very much. 

Ms. Norton. May I ask one factual question? 

Mr. Porter. Yes. 

Ms. Norton. Ms. Springer, do you intend to appeal the Federal 
court decision striking down major portions of the Department of 
Homeland Security provisions on collective bargaining? 

Ms. Springer. I am not at liberty to comment. My counsel has 
told me not to comment on that case. 

Ms. Norton. I hope at the very least it leads to some thought- 
ful — whatever you do. Because now you’re on your way to some- 
thing that is probably going to just keep going because of litigation. 
I hope that you’re not depending entirely on litigation but are look- 
ing closely at what the court said to see if there are things you can 
to do mitigate the possibility of future suits like this in the future. 
Thank you. 

Mr. Porter. Thank you. Thank you both very much. I appreciate 
you being here today. Just know, Mr. Walker, that there is a band 
on the hill with five Congressman, a bipartisan band. We need to 
work on that James Brown song. 

Mr. Walker. It is a great song. 

Mr. Porter. It is a great song. Thank you. Thank you both very 
much. 

We have six witnesses left to testify. Actually, panel three and 
four, and I think for the element of time. I’m going to try to bring 
all six up — I know we’re a little limited for space — and possibly 
share the mics. So if Theresa, Max Stier, Scott Gould, Mr. Styles, 
Mr. Gage, and Ms. Kelley — I realize there are three chairs so that’s 
going to be a real trick. We’re going to bring a couple more chairs 
up. Maybe we’ll take about a 5-minute recess while we get things 
situated. Thank you. 

[Recess.] 

Mr. Porter. I’d like to bring the meeting back to order. Some of 
the witnesses came late. I’d like to ask once again that we do the 
witness and the oath. For those who weren’t here, is there anyone 
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that — Colleen, you weren’t here. Anyone else that wasn’t here? 
Please, if you’d raise your right hands. 

[Witnesses sworn.] 

Mr. Porter. Please be seated. I’d also like to acknowledge that 
fellow Member of Congress, Mr. Flake from Arizona, had planned 
on being with us today, was unable to be here, and, without objec- 
tion, I’d like to enter his comments into the record. Thank you. 

Let’s begin with our third and fourth panel. 

We’ll start with Theresa Shaw, the Chief Operating Officer of 
Federal Student Aid, U.S. Department of Education. Welcome. 

STATEMENTS OF THERESA S. SHAW, CHIEF OPERATING OFFI- 
CER, OFFICE OF FEDERAL STUDENT AID, U.S. DEPARTMENT 
OF EDUCATION; MAX STIER, PRESIDENT AND CEO, PART- 
NERSHIP FOR PUBLIC SERVICE; W. SCOTT GOULD, VICE 
PRESIDENT, PUBLIC SECTOR STRATEGY AND CHANGE, BUSI- 
NESS AND CONSULTING SERVICE, IBM GLOBAL SERVICES; 
MICHAEL B. STYLES, NATIONAL PRESIDENT, FEDERAL MAN- 
AGERS ASSOCIATION; JOHN GAGE, NATIONAL PRESIDENT, 
AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES; 
AND COLLEEN M. KELLEY, NATIONAL PRESIDENT, NA- 
TIONAL TREASURY EMPLOYEES UNION 

STATEMENT OF THERESA S. SHAW 

Ms. Shaw. Good morning. Good morning. Much better. 

Good morning, Mr. Chairman, members of the subcommittee. 
Thank you for inviting me to testify today. I’m pleased to be here 
representing Secretary Spellings, the Department of Education, 
and Federal Student Aid, to share some of our successes in trans- 
forming our work force, elevating our performance, and delivering 
tangible results. 

Federal Student Aid has operational responsibility for oversight 
in the administration of all of the Department’s Federal student fi- 
nancial assistance programs, and, as one of the government’s few 
performance-based organizations, upholds high standards of oper- 
ational efficiency, innovation, customer care and individual and or- 
ganization performance. We are also provided certain managerial 
flexibilities and authorities over personnel management, budget, 
and procurement activities. 

Prior to our establishment as a performance-based organization, 
the Federal Student Aid programs were plagued with oversight and 
management challenges, high default rates, and customers who 
were not happy with the service they received. 

In 1990 the Government Accountability Office found the Federal 
Student Aid programs at high risk to fraud, waste, abuse, and mis- 
management. Financial management and internal controls on the 
programs were largely nonexistent, and unqualified audit opinions 
were not attainable. In 1990, students loan default rates had hit 
a high of 22.4 percent. Customer satisfaction scores were not even 
measured. Federal Student Aid with its specific purposes, authori- 
ties, and flexibilities was created to effect change, and we are 
transforming our work force and culture to be highly effective. 

Mr. Chairman, I believe that delivery of results is the true meas- 
ure of success, and I’d like to share how we have used our person- 
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nel flexibilities and our progress on our work force and culture 
transformation. Our hiring flexibilities allow us to fill critical and 
time-sensitive resource needs faster and to pay salaries closer to 
market rates for similar positions in the private sector. With this 
flexibility, our average period to hire is 34 calendar days versus 
200 calendar days for the most recently Federal hired career staff 
subject to the usually competitive processes. We have used our hir- 
ing flexibility to hire staff with needed skill sets obtained in the 
private sector, to augment the skill sets of our Federal career staff. 
This marriage of private sector and Federal career skills, experi- 
ence, and knowledge has been a great success. This hiring flexibil- 
ity only applies to a small portion of our work force. Most positions 
are filled by General Schedule and Senior Executive Service staff 
and subject to the Title 5 competitive process. We recently worked 
with the Partnership for Public Service to identify a better, faster 
process for recruiting and hiring qualified Federal career staff. 

If you take a look at the chart on the left, the standard staff hir- 
ing process had 114 steps, with more than 45 handoffs. In compari- 
son, our new streamlined process eliminates nearly 50 percent of 
the steps. The Working for America Act would provide even greater 
efficiencies to this process. We have not focused on the hiring proc- 
ess alone to transform our work force and culture. We have 
strengthened performance management and aligned individual per- 
formance with delivery of results. We have a process that recog- 
nizes and rewards differences in performance. 

The results are in for us. In January 2005, the Government Ac- 
countability Office removed the Federal Student Aid programs from 
its high-risk list. In March 2005, we achieved all green status in 
improved financial performance on the President’s management 
agenda score card. The Secretary recently announced a new all- 
time low default rate, 414 percent, and we have created innovative 
contract solutions to optimize the investment of taxpayer dollars 
and the return on that investment, saving taxpayers an estimated 
$ 11/2 billion on two contracts alone. 

Independent customer satisfaction scores for our flagship prod- 
uct, the electronic Free Application for Federal Student Aid, are 
comparable to UPS, Mercedes Benz, and Amazon.com. Our high 
standards and expectations for performance, our ability to hire, 
manage, develop and reward employees, while being respectful of 
our collective bargaining obligations, have enabled us to achieve 
these and many other accomplishments. 

However, we can do more. I envision even greater results with 
flexibility such as those described in the Working for America Act. 
Competitive market-rate compensation and pay increases, driven 
by performance and delivery of results, will allow agencies to at- 
tract and retain the highest caliber staff. Managers who are 
equipped to properly set and evaluate job performance in collabora- 
tion with employees will ensure fairness in the process. Trained 
managers will deal effectively with poor performance. This is how 
the private sector works, and it works for the private sector. 

I’m honored to be part of Secretary Spellings’ team. On behalf of 
the Secretary, the Department, and Federal Student Aid, thank 
you for the opportunity to speak today. And I’d be happy to answer 
any questions. 
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Mr. Porter. Thank you, Ms. Shaw. Congratulations. I’d like to 
know what the 40th orange dot is. 

Ms. Shaw. One of the handoffs. 

Mr. Porter. Thank you very much and congratulations. Appre- 
ciate your comments. 

[The prepared statement of Ms. Shaw follows:] 
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Introduction 


Good morning. Chairman Porter, Vice Chairman Mica, Ranking Member Davis, and members 
of the Committee, thank you for inviting me to testify today. I am Terri Shaw, the Department 
of Education’s Chief Operating Officer for Federal Student Aid, a position I have held since 
September 2002. I am pleased to be here representing Secretary Spellings, the Department, and 
Federal Student Aid to share with you some of Federal Student Aid’s successes in transforming 
our workforce, elevating our performance, and delivering tangible results. 

The Department of Education’s grant, loan, and work programs represent the largest source of 
student aid for postsecondary education in the United States. In 2005, these programs provided 
approximately $74 billion to more than 10 million students and their families. 

Federal Student Aid is charged with operational responsibility for oversight and administration 
of all the Department’s Federal student financial assistance programs under Title FV of the 
Higher Education Act of 1965 (HEA). As one of the government’s few Performance-Based 
Organizations, Federal Student Aid upholds high standards of operational efficiency, innovation, 
customer care, and individual and organization performance. 
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Established in 1998, Federal Student Aid was the Federal Government’s first Performance-Based 
Organization, with particular emphasis on modernizing the delivery of student assistance 
programs. The authorizing statute provides that the purposes of the Performance-Based 
Organization are to improve service delivery, integrate business processes and systems 
supporting the programs, strengthen program integrity, reduce operating costs, and increase 
workforce and management accountability. 

To carry out these purposes, Federal Student Aid is focused on: 
delivering world-class customer service; 
developing award-winning products and services; 

- effectively managing the programs to ensure fair and effective oversight; 
providing service delivery at the lowest cost without sacrificing quality; and 
creating and fostering a work environment that not only attracts, develops, retains and 
rewards top performers, but also expects high performance and demands accountability. 

We are also provided, under the direction of the Secretary, certain managerial flexibilities and 
authorities, over personnel management, budget and procurement activities. These flexibilities 
and authorities allow Federal Student Aid to: I) exercise independent control of its budget 
allocations and expenditures, personnel decisions and processes, procurements, and other 
administrative and management functions; 2) hire staff without restrictions on numbers or 
grades; 3) hire and remove senior managers and to hire a limited number of professional and 
technical staff without regard to the provisions of Title 5; 4) provide additional performance 
based compensation to these senior managers; 5) work with the Office of Personnel Management 
to develop and implement personnel flexibilities in staffing, classification, and pay; and 6) 
exercise the authority of the Secretary to procure property and services in the performance of our 
functions. 

Prior to the establishment of Federal Student Aid as a Performance-Based Organization, the 
Federal Student Aid programs were plagued with oversight and management challenges, high 
default rates and customers who were not happy with the service they received. In 1990, the 
Government Accountability Office found the federal student aid programs at high risk for fraud. 
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waste, abuse, and mismanagement. Financial management and internal controls around the 
programs were largely non-existent and unqualified audit opinions were not attainable. In 1990, 
student loan default rates had hit an all time high of 22.4%. Customer satisfaction scores were 
not even measured. 

Federal Student Aid, with its specific purposes, authorities and flexibilities, was created to effect 
change. We demand and expect breakthrough performance and innovation that yields higher 
efficiency, greater productivity and a more satisfied customer. We are transforming our 
workforce and culture to be highly effective by; 1) ensuring clarity of vision, mission and values; 
2) ensuring that staff at all levels firmly understand their individual and inter-dependent roles in 
attaining the vision and mission; and 3) most importantly, requiring performance accountability. 


Mr. Chairman, I believe that delivery of results is the true measure of success. Federal Student 
Aid has used its available personnel flexibilities and demand for high performance to achieve 
real change and real results for the Department of Education, for students and families and for 
taxpayers. I would like to describe for you how we have used these personnel flexibilities and 
our progress on our workforce and culture transformation. 

Our hiring flexibilities allow us to fill critical and time-sensitive resource needs faster than the 
competitive process called for under Title 5 and to pay salaries closer to market rates for similar 
positions in the private sector. With this flexibility, our average period to hire is 34 calendar 
days. Compare that with the 200 average calendar days it took to hire the four most recently 
hired federal career staff who are subject to the usual competitive processes. We have used our 
hiring flexibility to hire 70 senior managers and professional and technical staff with needed skill 
sets obtained in the private sector to augment the skill sets of our federal career staff. This 
marriage of private sector and federal career skills, experience, and knowledge has been a great 
success. 

Our hiring flexibilities allow us to fill critical and time-sensitive resource needs faster than the 
competitive process called for under Title 5 and to pay salaries closer to market rates for similar 
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positions in the private sector. With this flexibility, our average period to hire is 34 calendar 
days. Compare that with the 200 average calendar days it took to hire the four most recently 
hired federal career staff who are subject to the usual competitive processes. We have used our 
hiring flexibility to hire 70 senior managers and professional and technical staff with needed skill 
sets obtained in the private sector to augment the skill sets of our federal career staff. This 
marriage of private sector and federal career skills, experience, and knowledge has been a great 
success. 

While this hiring flexibility is a key tool for us, it applies to only a small portion of our 
workforce. Most positions in Federal Student Aid are filled by federal career staff and subject to 
the competitive process called for under Title 5. This past year we worked with the Partnership 
for Public Service as a participant in their Extreme Hiring Makeover initiative to identify a 
better, faster process for recruiting and hiring qualified federal career staff. If you will look at 
these charts, you will see the standard staff hiring process, showing 1 14 steps with more than 45 
handoffs. In comparison, our new streamlined process eliminates nearly 50% of the steps. 

We have been equally successful in strengthening and aligning performance management with 
delivery of results. The development of meaningful performance standards and feedback has 
improved the motivation and performance of employees. Enhanced evaluation tools and 
performance metrics allow us to measure the effectiveness of our training programs, and to make 
improvements or close gaps in mission-critical competencies. Aligned individual staff 
performance plans, including those for senior officials, contribute to the accomplishment of our 
strategic objectives. And finally, we have a process that recognizes differences in performance 
and rewards superior performance. 

The results are in. 

We are particularly proud of the Department’s and Federal Student Aid’s recent achievement of 
a major President’s Management Agenda (PMA), Government Accountability Office (GAO), 
and departmental objective by reducing the vulnerability of the federal student aid programs to 
fraud, waste, abuse, and mismanagement. As a result of our specific focus on reducing these 
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vulnerabilities and our clear and sustained demonstration of results, in January of 2005, GAO 
removed the federal student aid programs from its High-Risk list. "Additionally, in March 2005, 
FSA achieved "all green" status in "Improved Financial Performance" on the PMA Scorecard 
used by the Office of Management and Budget..." for monitoring our progress and status. We 
have received unqualified audit opinions for Fiscal Years 2002, 2003, and 2004 that found no 
material weaknesses in the last two years. We expect the same superior results when the Fiscal 
Year 2005 financial audit is completed. 

We continue to make meaningful progress on reducing student loan default rates. On September 
19, 2005 the Secretary announced a new all-time low default rate — 4.5 percent— a dramatic 80 
percent reduction from the all time high of 22.4 percent in 1990. 

Federal Student Aid contracts with, manages and monitors a number of private sector providers 
for our major business functions. We have created innovative contract solutions to optimize the 
investment of taxpayer dollars and the return on that investment. For example: 

Our contracts with private collection agencies have performance-based evaluation 
incentives. This resulted in an increase of defaulted loan recoveries from $670 million to 
$1.25 billion over a four-year period while collection costs were reduced from 18 percent to 
16 percent; and 

Our performance based contracts to reengineer and operate our application, servicing, and 
collection business functions and systems together will save taxpayers an estimated one and 
a half billion dollars over the ten-year term of these contracts. 


Independent customer satisfaction scores for our electronic Free Application for Federal Student 
Aid (FAFSA) are comparable to corporations such as UPS, Mercedes Benz, and Amazon.com; 
Direct Loan Servicing scores are better than Wachovia Bank and similar financial services 
entities; Pell Grant and Direct Loan originations compare favorably to E-Trade. 

Federal Student Aid is realizing efficiencies, productivity gain, and capital savings through our 
many initiatives enabling us to manage significantly increasing workloads at lower marginal 
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operating costs. For Fiscal Years 2002 - 2004, the number of FAFSA applications, Direct Loan 
borrowers, collection accounts, and Pell Grant recipients increased 1 1 percent, 8 percent, 4.5 
percent, and 1 8 percent respectively, without corresponding increases in our operating expenses. 

Our high standards and expectations for performance, and our ability to hire, manage, develop 
and reward employees while being respectful of our collective bargaining obligations, have 
enabled the Department and Federal Student Aid to achieve these and many other 
accomplishments. However, we can do more. 

It does not take much imagination to envision even greater results with flexibilities such as those 
described in the Working for America Act. Competitive market-rate compensation and pay 
increases driven by performance and delivery of results will allow agencies to attract and retain 
the highest caliber staff. Managers, in collaboration with employees, will be equipped to 
properly set and evaluate job performance to ensure fairness in the process. Trained managers 
will deal with poor performers more effectively. 

I am honored to be part of Secretary Spellings" team at the Department of Education. Federal 
Student Aid ensures that all eligible Americans can benefit from federally funded financial 
assistance for postsecondary education and we champion that and its value to our society. 

On behalf of the Secretary, the Department, and the Federal Student Aid staff, thank you for the 
opportunity to testify today. 

I am pleased to answer any questions you may have. 
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Mr. Porter. Mr. Stier. 

STATEMENT OF MAX STIER 

Mr. Stier. Thank you. Thank you very much, Chairman Porter, 
Congresswoman Norton, Congressman Van Hollen. It’s a great 
pleasure to he here. Five minutes go quickly so I will speak quick- 
ly- 

I want to recognize the great work FSA is doing under Terri 
Shaw’s leadership. It’s really extraordinary stuff and it’s an honor 
to work with her. 

We start from the proposition that you started with. Chairman 
Porter, and that is the status quo is not good enough. We can and 
must do better for the Federal work force and for the American 
people. And one important piece of evidence — this I think comes 
from the employee surveys that you yourself cited, just to take 
three quick snapshots. Less than half say they have a high level 
of respect for their organization’s leaders and managers. I would 
point out that this is across the board, from top to bottom on the 
management side. Only one-third believe that the leaders generate 
high levels of motivation and commitment in the work force, and 
less than one-third agree that differences in performance are recog- 
nized in a meaningful way. I would note that is 25 points lower 
than the private sector benchmark we’re looking at. This is a big 
problem. It’s a big problem whether we’re looking at this legisla- 
tion, a big problem we need to focus on beyond just this legislation. 

We believe that the Working for America Act can be part of the 
solution and ultimately needs to be a part of that solution but that 
system changes alone will not fix the problem. And our first order 
of business needs to be making sure that we focus on the overall 
capacity of Federal agencies and Federal managers to better man- 
age and create performance-oriented organizations. We believe we 
need to invest now to create that management capacity because the 
consequences are both significant externally and internally for the 
Federal Government itself. 

The Working for America Act, as has been pointed out by Con- 
gresswoman Norton’s questions and Congressman Van Hollen’s 
questions, is the right approach. It’s very different from the re- 
forms we saw for DHS and DOD. It is a “show me” proposition, as 
Comptroller General Walker said, and essentially says that you 
need to prove that you’re ready before you’re enabled to be given 
these extra flexibilities. 

That is the right approach, but it’s also a very important process, 
we believe, because you can make these changes, get agencies 
ready, but ultimately the kinds of flexibilities that are then avail- 
able to these agencies will be very valuable. One of them that is 
rarely focused on that deserves a little attention is the issue of 
market sensitivity. It’s not just performance sensitivity that we’re 
after, but the Federal Government needs to better compete in the 
overall marketplace for talent, it needs to be able to offer the kinds 
of compensation levels that are going to be able to attract the very 
best talent in different geographic regions around different occupa- 
tions at different levels. And that’s one of the provisions the Work- 
ing for America Act provides for and we think is critical. 
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We’re taking the committee at its word here, and we’re offering 
several amendment suggestions as well. We believe that there are 
three areas that we can focus most helpfully on in terms of improv- 
ing this legislation. First and most importantly, focusing on that 
management issue that I just discussed, we provide some language 
in our testimony that’s appended that obviously is draft language; 
but the basic concept is this legislation would be improved if we 
understood better what is it that we are looking for in management 
and government. And we asked 0PM to essentially create the kind 
of core competencies that we believe will be necessary for Federal 
managers to succeed and then, very importantly, require agencies 
to conduct audits, both of their overall capacity to manage, but also 
against individual managers, and then develop plans that help 
them identify ways to improve their management capacity, again, 
both holistically as an agency and also with individual managers. 
We believe that component should be made part of the certification 
procedure and would be critical. We also believe that kind of work 
can and should be done here and now even outside the context of 
this legislation. 

Second, we think that there is an increased need for focus to be 
paid upon the HR function itself. If you look at the Clinger-Cohen 
Act which came out of this committee, one of the very important 
provisions was it focused on the capacity of financial — I’m sorry, IT 
management staff, to be able to do their job and do it right. The 
HR function is facing increasing pressure today in the Federal en- 
vironment. We need HR managers that are HR professionals that 
are going to be able to provide service to the rest of the agencies 
in ways that are much, much more demanding than previously, 
and they have faced an enormous cut over time. If you look at the 
numbers, you have seen 20 percent reduction in HR professionals 
during the 1990’s and we believe that therefore the provision we 
provide there will help in that regard. 

Third and finally, we think looking at employee attitudes is going 
to be essential in understanding the consequences of these changes 
and whether we’re getting them right, and therefore that the sur- 
vey requirements that are currently part of law are very important, 
that the provision that’s provided in this draft that would limit 
some of or provide opportunities for limiting the survey require- 
ments should be itself restricted to focus on the problem that we 
believe is legitimate, and that is the one I’m focusing on in making 
sure that small agencies have the option or, rather, that the 0PM 
Director has the option of limiting their obligation for surveys on 
an annual basis. 

Thanks; 5 minutes. 

Mr. Porter. Good job. I appreciate the fact that you have pro- 
vided for us some suggested improvements and/or changes, and I 
would encourage all those that are testifying today that as you 
have ideas and suggestions, by providing them as you have, this is 
very beneficial to the process. Thank you. 

[The prepared statement of Mr. Stier follows:] 
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Chairman Porter, Representative Davis, Members of the Subcommittee, thank you very 
much for the opportunity to appear before you today. I am Max Stier, President and CEO 
of the Partnership for Public Service, a non-partisan, nonprofit organization dedicated to 
revitalizing the federal civil service. We appreciate your invitation to discuss the 
administration’s proposed “Working for America Act” and its impact on federal 
employees and the agencies in which they serve. This Subcommittee continues to 
recognize that a skilled and dedicated workforce is absolutely essential to successfully 
carrying out the many missions of the federal government on behalf of our nation, and we 
are honored to share with you our perspective on the WFAA and its potential to 
transform the federal civil service. 


The Partnership has two principal areas of focus. First, we work to inspire a new 
generation to federal service. Second, we work with government leaders to help 
transform the business of government so that the best and brightest will enter, stay and 
succeed in meeting the challenges of our nation. That includes all aspects of how we 
manage people, from attracting them to government, leading them, supporting their 
development, and managing performance. In short, all the essential ingredients for 
forming and keeping a winning team. Given those objectives, transforming the current 
civil service system is high on our list of priorities. We welcome the chance to work with 
this Subcommittee to ensure that any legislation to modernize our civil service contains 
what the Partnership views as the essential ingredients necessary for success. 
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The Case for Change 

It is widely accepted that while the current General Schedule pay and classification 
system established in 1949 may have served the government well for many years, it is no 
longer good enough to attract and retain the best and brightest - and we know this from 
listening to federal employees themselves. In the Office of Personnel Management’s 
2004 Federal Human Capital Survey of almost 150,000 civil servants, only 29 percent 
agreed that “In my work unit, differences in performance are recognized in a meaningful 
way.” Talented people at all levels - from new college graduates to seasoned 
professionals - look to work in environments that reward and recognize effort and 
results. Our 2005 Best Places to Work project, based on the 0PM survey, confirms that, 
compared to workers in the private sector, federal employees are more likely to say their 
work relates to the organization’s mission, their supervisors are supportive in balancing 
work and life issues, and the people they work with cooperate to get things done. Yet, 
this same comparison reveals the federal government lags 25 points behind the private 
sector in rewarding workers for delivering high quality products and services. 

To be clear, we think it is misleading to refer to the WFAA as “pay-for-performance,” a 
misnomer that suggests federal employees are motivated primarily by pay. Generally 
speaking, they are not. As everyone here can attest, many if not most public servants can 
make more money in the private sector - but they have chosen government service. 
Again referring to our Best Places to Work rankings, pay and compensation ranked well 
below leadership, teamwork, how well an employee’s skills are matched to agency 
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mission, and work-life balance as the key drivers of job satisfaction for federal workers. 
And satisfied employees are more engaged and better able to contribute to agency 
missions. In fact, the preponderance of research on effective organizations in both the 
private and public sectors indicates that employee engagement is a key driver of mission 
success. The WFAA, in our opinion, has the potential to increase employee engagement 
by establishing a comprehensive performance management system - in other words, by 
creating an environment in which excellence is both recognized and rewarded. 

Of course, improved performance management is only one benefit that accrues from the 
proposed replacement of the General Schedule system. As OPM’s April 2002 White 
Paper, “A Fresh Start for Federal Pay: The Case for Modernization,” states, the current 
federal pay system is not market sensitive despite the statutory merit system principle that 
calls for federal pay to be set "with appropriate consideration of both national and local 
rates paid by employers in the private sector.” The proposed WFAA would allow all of 
the federal government to construct more modem and market-sensitive pay systems, 
thereby enabling it to be better armed in the war for talent. 

Key Reforms in the WFAA 

We support the WFAA’s emphasis on managers and their responsibilities to better assess, 
develop and manage their subordinates. The goals of the Act cannot be realized if 
managers are incapable of fulfilling their extraordinarily important roles. We are 
encouraged to see that the WFAA provides for training managers and holding them 
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accountable for their performance management responsibilities. Indeed, under the 
WFAA, a manager’s own performance review would be based in part on how well he or 
she is managing the people who report to them. We believe the manager capacity and 
accountability provisions are absolutely key to realizing the Act’s objectives, and later in 
this testimony I will offer a few suggestions as to how to make the WFAA’s provisions in 
this regard even stronger. 

Mr. Chairman, I would like to speak for a moment about the Act’s acknowledgement that 
some agencies are more ready than others to design and implement the kind of modem 
civil service system described under the Act. In short, agencies will need help, and some 
will need lots of it. The Partnership is pleased to see the OPM assigned a government- 
wide coordination, support and oversight role. Many agencies will rely heavily on OPM 
for guidance at the front end of the process. And it is sensible to task OPM with 
managing the final certification process by which agencies are deemed ready to move 
forward with a newly-designed system. Care will need to be taken, of course, to ensure 
that OPM itself has the staff and resources necessary to carry out this very important role. 

We think the certification provision in the proposed WFAA is particularly noteworthy. It 
is a key way in which the WFAA differs from the DHS and DOD personnel legislation. 
The WFAA directs that an agency’s revised pay system must meet certain requirements, 
and be certified by OPM, before it is implemented. While we think the certification 
provision could be strengthened slightly, and I will detail our suggestion later in this 
testimony, we believe that the requirements for certification - including a fair, credible 
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and transparent performance appraisal system, a means of ensuring employee 
involvement and a mechanism for ensuring the system is adequately resourced - are 
essential and should be retained. 

Realizing the Goals of the Act 

Mr. Chairman and Members of the Subcommittee, we believe there are a few key 
elements that will determine whether the goals of the WFAA are realized, and we hope 
you will give them your attention as you move ahead with your consideration of the Act. 

First, we think it is impossible to overstate the importance of manager capacity and 
manager accountability in meeting the objectives of the Act. It is wrong to conclude that 
changing our civil service system alone will improve management; rather, we must also 
improve the capacity of managers to manage. Our Extreme Hiring Makeover project, in 
which the Partnership and several private sector partners worked with federal agencies on 
a pro-bono basis to revamp their hiring processes, revealed a dramatic variation among 
managers and their preparedness to implement the kind of performance management 
system contemplated by the WFAA. Many managers across government have been 
distanced from personnel decisions as a whole and have devoted little time to the people 
issues that are so essential to realizing desired outcomes. We are pleased that under the 
WFAA, managers are held responsible for investing the time and energy necessary to 
develop and manage the employees who report to them. And just as important, managers 
must be trained to do so. 
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The WFAA presents federal managers with a significant change in culture and mindset, 
and it is incumbent upon all of us - the administration, Congress and outside 
organizations - to do what we can to help them succeed. And in large part, that means 
resources. Selecting, training and otherwise preparing federal managers to manage 
effectively will require a significant investment of time and money in agencies and in the 
0PM. Given the size of the federal workforce and its management corps, this price tag 
will not be cheap. But it is an investment that will more than pay for itself over time. 
During the course of a career, a single federal employee can amount to a million- or even 
multi-million dollar investment for the federal government. It only makes sense that we 
spend as much time ensuring the success of that investment as we do for IT networks, 
financial management systems, or similar tools designed to improve government 
efficiency, accountability and performance. 

Mr. Chairman, the Partnership believes strongly that employee engagement and buy-in 
are critical elements in the success of the WFAA. It is essential that employees have 
confidence in their managers to set performance expectations clearly and assess actual 
performance fairly. Training managers to use the new system will certainly help, but will 
not be enough to build credibility into the system. We strongly encourage this 
subcommittee to exercise careful and continual oversight regarding the means by which 
agencies and their management teams are communicating with affected employees and 
seeking their input in the design and implementation of the WFAA. 
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Finally, we think it is imperative that we not wait until this act is implemented to begin 
creating the performance based workplace that is so needed. Indeed, there is much that 
can be done under existing flexibilities to promote these goals, and doing what can be 
done now will undoubtedly help facilitate a rapid and easier transition to the key reforms 
outlined in the WFAA. 

Suggested amendments 

The Partnership for Public Service believes that the Working for America Act will 
contribute in positive ways to the government’s ability to attract and retain excellence in 
the federal workforce. However, we also believe that the draft as proposed by the 
administration should be amended slightly to improve its chances of success. Following 
is a brief description of the Partnership’s proposed amendments; draft legislative 
language implementing these amendments is included as an appendix to this testimony. 

First, the Partnership proposes a new section directing the OPM to define the core 
competency standards that each supervisor and manager must meet in order to effectively 
manage, and be accountable for managing, the performance of employees. Each agency 
would be responsible for initially selecting and then later assessing its managers and 
supervisors against those standards and developing and implementing a plan to correct 
any deficiencies to ensure that the agency has the ongoing management capacity to 
maintain an effective performance appraisal system. The purpose of this section is to 
ensure that federal managers have the training and capacity to implement the WFAA’s 
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requirements successfully. And to give added weight to this provision, we strongly 
suggest that it be included under the “certification” requirement, under which 0PM must 
certify a pay for performance system, and the performance management system therein, 
before it can take effect. 

Second, we encourage a new section in the WFAA devoted to increasing the capacity of 
the human resources workforce in federal agencies. The federal human resources 
workforce is fraught with skills gaps and uneven capacity to support the goals of the 
WFAA. We suggest a section requiring the Chief Human Capital Officer of each federal 
agency to assess the capacity of the current HR workforce and develop strategies and 
specific plans for hiring, training, and professional development in order to rectify any 
deficiencies. This suggestion is modeled after a similar provision for the information 
technology workforce contained in the Clinger-Cohen Act (P.L. 104-106, Divisions D 
andE). 

Finally, we reiterate our strong belief that employee engagement is a key element in 
ensuring the WFAA’s success. One way to foster employee engagement is by enabling 
two-way communication between employees and the agencies in which they serve. 
Annual employee surveys are an effective way of encouraging communication and we 
believe the draft WFAA as proposed by the administration would weaken the existing 
requirement for annual employee surveys by allowing them to be waived by the Director 
of OPM for any department or agency claiming hardship or alleging that the survey 
would not be in the best interests of the government. It is our understanding that this 
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provision is primarily intended to allow the exclusion of the very small independent 
department and agencies (e.g., those with less than 50 employees). We suggest altering 
the draft WFAA to specifically allow those small agencies to be exempt from annual 
employee survey requirements on a case-by-case basis, but to maintain the requirement 
for annual surveys for all Cabinet-level departments and the larger Independent agencies. 
Agencies should seek multiple opportunities to solicit employee feedback, and annual 
surveys are one high-yield way to tissess employee attitudes and establish benchmarks by 
which to measure improvement in subsequent years. 

Conclusion 

We believe the Working for America Act, if carefully crafted and well-implemented, will 
do much to improve government performance and allow our talented federal workforce to 
perform at its best. Thank you for the opportunity to share the Partnership’s views. 
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APPENDIX 


Partnership for Public Service’s Proposed Amendments to the 
Working for America Act 


Section 4304. Responsibilities of the Director of the Office of Personnel 
Management. 

Page 16, line 12 - strike “may” and insert “shall” 

The purpose of this amendment is to ensure that the Director reviews each agency’s 
performance appraisal system. The current WFAA draft leaves this review to the 
Director’s discretion. 


* * * * * 


Insert the following new section in Chapter 43, subchapter II: 

Section 4316. Capacity to manage performance appraisal systems. 

(a)(1) The Office shall define the core competency standards that each supervisor and 
manager must meet in order to effectively manage, and be accountable for managing, the 
performance of employees under Section 4312(b) of this chapter. 

(2) Each agency shall - 

(A) assess each supervisor and manager against the core competency standards 
defined by the Office under subsection (a)(1) of this .section and any additional 
competency standards defined by the agency; and 

(B) develop and implement a plan to correct any deficiencies identified during 
such assessment to ensure that the agency has the ongoing management capacity to 
implement and maintain an effective performance appraisal system. 

(3) The head of each agency shall report to the Office, on a semiannual basis or as 
requested by the Director, regarding the agency’s progress in implementing the 
requirements of this subsection. 

The purpose of this section is to ensure that federal managers have the training and 
capacity to implement the WFAA ’s requirements successfully and in accordance with the 
principles and goals of the WFAA. 


* * * ♦ 


* 
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Insert the following new section: 

Section . Human resources workforce. 

(a) The Chief Human Capital Officer or the head of an agency shall as part of the annual 
strategic planning and performance evaluation process — 

(1) assess the requirements established for agency human resources professionals 
regarding knowledge and skill in human resources management and the adequacy of such 
requirements for facilitating the achievement of the performance goals established for the 
agency and for agency personnel; 

(2) assess the extent to which agency human resources professionals meet those 
requirements; 

(3) develop strategies and specific plans for hiring, training, and professional 
development in order to rectify any deficiency in meeting those requirements; and 

(4) report to the head of the agency. Congress and the public on the progress made 
in improving agency human resources management capability. 

The federal human resources worirforce endured haphazard downsizing during much of 
the 1990s, resulting in skills gaps and uneven capacity to support the goals of the WFAA. 
This section requires agencies to improve and maintain a highly-skilled HR worlforce, 
and is modeled after a similar provision for the IT workforce contained in the Clinger- 
Cohen Act (P.L. 104-106, Divisions D and E). 

***** 

Sec. 2955. Employee surveys. 

Page 13, line 14 — strike subsection (d) and insert the following new subsection: 

(d)(1) The Director may waive the requirement in subsection (a) in a given year for an 
executive agency not subject to the requirements of the Chief Financial Officers Act of 
1990, as amended, when the Director determines that the requirement — 

A) would create a substantial hardship; or 

B) is not in the best interests of the Federal Government. 

(2) The Director may not waive the requirement in subsection (a) for any executive 
agency subject to the requirements of the Chief Financial Officers Act of 1990, as 
amended. 

This subsection is intended to allow small agencies to be exempted on a case by case 
basis from the annual employee survey requirement, but to maintain the requirement for 
Cabinet-level departments and large agencies. The CFO Act as enacted covered all 
Cabinet-level executive departments, plus EPA, NASA, FEMA, AID, GSA, NSF, NRC, 
OPM and SBA. Subsequent government reorganizations have slightly altered the list of 
agencies covered by the CEO Act - e.g., the creation ofDHS - and this proposed 
language can be edited to reflect those changes as necessary. 
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* * * * 


* 


Section 5257. Certification of pay-for-performance systems. 

Page 63, line 3 - after “system” and before the semicolon, insert “that meets the 
requirements of subchapter II of chapter 43” 

This language ensures that an effective performance appraisal system that meets the 
requirements of chapter 43 of Title 5 (“Performance Appraisal for the General 
Workforce ”) must be a part of any pay for performance system certified by 0PM. This 
would include the proposed Section 4316, “Capacity to manage performance appraisal 
systems. ” 
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Mr. Porter. Mr. Gould. 

STATEMENT OF W. SCOTT GOULD 

Mr. Gould. Mr. Chairman and members of the subcommittee, 
thank you for the opportunity to offer joint testimony today. I’m a 
vice president at IBM Corp., and my colleague, Professor Linda 
Bilmes, is a member of Harvard University’s faculty. Together 
we’ve been working on a book entitled, “The People Factor” for 
Brookings Institution, to be published next year. We’re happy to be 
here this morning to share with you some of our preliminary find- 
ings and conclusions at this stage of our research. 

I’d like to offer three main points this morning. First, we agree 
with those who advocate major changes to the current Federal per- 
sonnel management system. The reasons are straightforward. It no 
longer fits much of today’s government work force. It defers man- 
agers from bringing in the talents government needs, it chokes the 
system with red tape, and in some cases it creates counter- 
productive competition between government agencies for certain 
personnel. 

While we agree with these arguments, in our book we have tried 
to put forward a positive rationale for why the Federal work force 
will perform better if it is reformed based on our empirical find- 
ings. We have developed a method to calculate the benefits to gov- 
ernment of personnel reform, using a new formula we call return 
on taxpayer investment [ROTI]. We have also developed a method 
to estimate the cost of implementing a modernized personnel sys- 
tem and we believe the benefits will outweigh the costs by a wide 
margin. 

My second major point: For the most part we agree the WAA 
contains many necessary changes to the Federal personnel system. 
However, these changes alone are not enough. As discussed more 
fully in our written testimony, we suggest the following elements 
are necessary in the system for managing the 21st century work 
force: a workable pay-for-performance system, significant manage- 
ment training and education, a market-responsive competency- 
based job classification system to replace the General Schedule sys- 
tem, improved hiring practices, a secure and reliable funding 
source to support successful implementation, and finally, the 
means for easier movement of talented individuals between the 
public and private sectors. 

My third main point: We encourage those responsible for mod- 
ernization of the personnel system to anticipate and prepare for the 
substantial implementation challenges posed by the Working for 
America Act. This is the area that we want to emphasize most in 
our remarks this morning, the need to take reasonable steps in ad- 
vance to enable government managers to implement successfully 
the reforms envisioned by the proposed legislation. 

These steps should include the following: an active consultation 
and involvement strategy, two-way dialog. Active involvement and 
participation by managers and employees at all levels in the orga- 
nization, in my view, are essential. 

No. 2, extensive training. Training people on their new duties 
and responsibilities is essential to build competence, and, I would 
say, instill confidence in the new system. 
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Three, employing a step-by-step change management process, in- 
cluding the use of new systems. 

Four, dedicated resources to support successful implementation 
of a new personnel system. This will require sufficient dedicated re- 
sources from inside government and, in most cases, guidance from 
experts who have done this before. This is not a time for learning 
on the job or undercapitalized efforts. 

Finally, time to effect the change. In addition to extensive train- 
ing and coaching. Federal managers will need time to adapt, and 
so will our employees. 

In conclusion, Mr. Chairman, I’d like to associate myself with 
your introductory remarks. We must remember that public serv- 
ants make possible the millions of individual transactions and rela- 
tionships that serve the people of our country. They provide the es- 
sential capacity of government to serve its citizens and they imple- 
ment largely the laws that Confess creates. 

The change envisioned by this proposed legislation asks a lot of 
our government employees. In return, leadership must do its ut- 
most to earn and keep mutual trust, respect, and accountability 
with these employees in order to succeed. This must include con- 
sultation with all the parties, extensive training, resources to fund 
the effort, and time to make a successful adjustment to the new 
system so that we do not jeopardize mission performance along the 
way. Thank you. 

Mr. Porter. Thank you very much. When will you your book be 
completed? 

Mr. Gould. In the summer. 

Mr. Porter. Thank you very much. 

[The prepared statement of Mr. Gould follows:] 
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Mr. Chairman and Members of the Subcommittee: 

Thank you for the opportunity to comment on the Working for America Act (WAA). 
After briefly introducing myself, I will make three main points. First, there is a clear 
need for reform of the personnel system. Second, there are several areas of reform 
covered in the WAA with which we agree. Finally, there are a number of crucial aspects 
of implementation that must be addressed in order for the WAA to succeed. 

I - Introduction 

Professor Linda Bilmes, from the Harvard Kennedy School of Government, and I have 
been working for the past year on a book entitled The People Factor, to be published by 
the Brookings Institution next year. The book will contain our research findings and 
recommendations for a 2F‘ Century government personnel management system. 
Consequently, our work is directly related to the WAA presently under consideration by 
this Committee. 

During the past year. Professor Bilmes and I have turned our attention to the federal 
government workforce because of our shared commitment to excellence in public service. 
Professor Bilmes is a member of the faculty at Harvard University’s Kennedy School of 
Government, former Director at the Boston Consulting Group and former Assistant 
Secretary for Administration and Chief Financial Officer at the U.S. Department of 
Commerce. She previously co-authored a book that correlated investment in human 
resources with corporate financial performance. I am a Vice President, Public Sector 
Strategy and Change at IBM Corporation where I lead the Global Leadership Initiative. 
Formerly, I preceded Professor Bilmes as Assistant Secretary for Administration and 
Chief Financial Officer at the U.S. Department of Commerce. I am a retired Captain in 
the U.S. Naval Reserves and a fellow of the National Academy of Public Administration. 

The book in progress will draw on academic research and best practices in the public 
sector, military, and the private sector. We have also conducted a study of 1000 college 
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students’ attitudes toward government as an employer, and we have interviewed a wide 
range of stakeholders, including government executives, senior civil servants, union 
officials, academics, organizational experts, and congressional staff who are familiar with 
the federal workforce situation. 

I am happy to comment on the WAA in light of our preliminary findings and conclusions 
at this stage in our research. 

II — Overview 

There are three points we wish to make at this time. 

1. We agree with those who advocate major changes to the current federal personnel 
management system. The current system is often a barrier to recruiting, retaining, 
rewarding, and reshaping the workforce our government needs to meet the 
challenges of the 21'^' century. Some of the barriers are being addressed by the 
reforms at DHS and DoD. But a large number of federal employees still work 
under Title V. It is time to move forward and address the remaining segment of 
the federal workforce. For this reason, we are in favor of the provisions of the 
Working for America Act that accomplish this goal. 

2. For the most part, we agree that the components of the WAA propose necessary 
changes to this system. However, these changes alone are not enough to turn the 
federal government, if I may borrow a phrase from Senator Akaka, into “the 
employer of choice, not the employer of last resort.” I will outline our 
preliminary recommendations about the essential elements of a personnel system 
that allows the government to recruit and retain its fair share of the best and 
brightest in the U.S. 

3. We encourage those who advocate the modernization of the personnel system to 
anticipate and prepare for the implementation challenges posed by the WAA. The 
architects of the WAA proposal should heed the lessons learned from dozens of 
large-scale organizational change efforts. GAO and others have researched the 
time-tested practices that work best to promote the adoption of innovations in 
large organizations. The inescapable conclusion of these studies and prior 
initiatives is that successful implementation will require consultation with all of 
the parties, extensive training, resources to fund the effort, and time to make a 
successful adjustment to the new personnel system. 

We address each of these points below. 

III — The Case for Change 

In the extensive research, survey, and interview work we have done for the book, we 
often asked whether the case for change has been made. Surprisingly, most people we 



100 


have interviewed feel that a traditional “business case” — with benefits net of costs has 
not been made. 

The arguments for reform still rest largely on the principle that the current system is 
broken and needs to be fixed. While we agree with many of these arguments, in our book, 
we have tried to put forward a positive rationale for why the federal workforce will 
perform better if it is reformed, based on our empirical findings. We have calculated the 
benefits to the government of personnel reform, using a new formula we call “return on 
taxpayer investment” or “ROTI.” We have also estimated the costs of implementing a 
modernized personnel system, and we find that the benefits outweigh the costs by a wide 
margin. 

The primary concern expressed to us is that the current system no longer “fits” much of 
today’s government workforce and is often a deterrent to bringing in the talent 
government needs. In addition, we heard concern that “red tape” chokes the system, and 
that many existing flexibilities are unused or underutilized because of a lack of funding, 
or a lack of knowledge about how to employ them as they were intended. There is also 
agreement that Title V needs to be “cleaned up” due to its overwhelming complexity, 
which is the product of years of practical implementation, interpretation, and court 
rulings. There is a sense that few managers or employees in government can master these 
rules and fewer still are willing to bear the cost to plan, document, and work their way 
through the rule-based processes that define today’s personnel system. Therefore, the 
WAA should seek to reduce the administrative burden on managers and HR professional 
associated with mastering and adhering to personnel rules, freeing them to focus more of 
their time on developing the workforce. 

We are not saying that the General Schedule and length-of-service increases first put in 
place many years ago are unsuitable for everyone in government. Instead, we are saying 
that these elements of the current system are badly suited to the needs and expectations of 
many of the people that government needs for today’s and tomorrow’s workforce. 

Finally, let me focus on the competitive landscape. Past organizational changes in DHS 
and planned personnel reforms at DHS and DoD have created competition between 
government agencies for personnel. For example, when TSA created hundreds of new 
law enforcement positions at higher grades with the associated higher pay, we saw an 
exodus of qualified personnel from other law enforcement agencies; their sudden 
departure left their home agencies short of trained personnel. When pay banding and pay 
for performance initiatives are implemented at DHS and DoD, this is likely to happen 
again. Other federal agencies will be at a competitive disadvantage in their efforts to 
recruit and retain entry-level and experienced personnel in certain occupations unless a 
government-wide system is in place. 

We also see evidence that government agencies are now competing more directly with 
the private sector to keep well-trained personnel in government. The current system is 
partly responsible for allowing or encouraging an exodus of talented government workers 
whose skills are in high demand across sectors. Civilian and military personnel have 
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been drawn away from their government jobs by contractors that assume greater risk but 
offer higher annual compensation packages. When these former government employees 
return to government service as contractors, taxpayers end up paying much more for the 
same basic skills in the short-term, per-person basis. There have been several studies at 
Harvard, conducted by Professors George Borjas and Jack Donahue as well as Professor 
Bilmes, documenting the growing wage gap between the senior levels of government and 
the private sector over the past 30 years. 

The WAA may be able to help government compete in this tough labor market, but only 
if it provides sufficient resources. Resources are needed in three areas: first, to narrow the 
wage gap between government and the private sector for the vast majority of employees 
who are doing what we ask of them and doing it well. Second, to provide performance 
bonuses to the group of employees who are doing truly extraordinary work. We recognize 
the Lake Wobegon effect and we note that not everyone can earn a performance bonus. 
However, the WAA should provide resources to make it possible for the government to 
seriously reward individuals who have made a significant contribution to the country. 
Third, there must be resources provided for training of supervisors to be able to judge and 
evaluate performance of their subordinates. Employees need to be able to ask “why did I 
get a 1.7 and Betty Ann got a 1.9?” Without a robust training program that teaches 
managers to perform, document and explain such evaluations, the system will not work. 

Let us emphasize the concept of certification. Professor Bilmes has recently taught an 
executive program at Harvard with 175 GS-14s and 15s from throughout government. 
They expressed the wish that supervisors should go through a program and earn a 
“credential” (their word) to demonstrate proficiency in doing performance evaluations. 

Therefore, government-wide personnel reform is needed to level the playing field in the 
competition for talent. First, inside government, it will minimize the chances of unfair 
inter-agency competition, which could arise between government agencies that have 
similar occupational groups, but have very different personnel management rules. 

Second, it will allow all federal agencies to compete more fairly with organizations 
outside government in the increasingly competitive marketplace for talent. 

IV - Discussion on Essential Elements of the Working for America Act 

Every organization must have the ability to handle basic personnel management functions 
effectively. Government is no different. Our review of research and our personal 
experiences managing in government have led us to conclude that the people who work 
in government organizations now and those who will work in them in the future are 
motivated by a desire to make a difference, a desire to grow and develop professionally, 
and a desire to be recognized for their contributions - just like workers in the private 
sector. 

So from the beginning, when Professor Bilmes and I discussed what government 
organizations must do to be effective, we relied as much on our experiences with and 
research on other organizations - in the private sector, the not-for-profit sector, and the 
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military — as our experiences in government. Instead of using Title V as our starting 
point, we started with what we have learned about high-performing organizations in other 
sectors. And we worked backwards from there. 

We set out to determine the factors that contribute to the results achieved by high- 
performing companies. Our research shows the important role that excellence in people 
management plays in the overall success of organizations in all sectors. 

Professor Bilmes and I are developing a framework for a people management system for 
a 21®‘ century government workforce. This framework will encompass many of the 
features of the system proposed in the Working for America Act and a number of new 
elements as well. At this stage in the legislative process, we suggest the following 
elements are necessary in a system for managing the 21st century government workforce: 

A workable pay-for-performance system requires first, a robust performance 
management system that articulates clear employee performance expectations and places 
those expectations in the context of the performance goals of their teams, their agency, 
and their departments. Personnel reform is about organizational performance. Second, 
federal managers must leam new skills. The perceived fairness of this system is entirely 
dependent on the ability of managers to provide useful feedback to employees and to 
make meaningful distinctions in performance. Holding managers accountable for 
providing performance feedback to staff is a necessary component in a system that fosters 
individual growth and development. We find these features in high-performing 
organizations in all sectors. 

This will be a tall order for a cadre of federal managers who, in general, have not been 
accountable for the mandatory and effective use of a high quality performance evaluation 
system before. For this reason, managers must be trained thoroughly, coached, and 
their skills as people managers must be evaluated for as long as it takes for effective 
performance management to become embedded in the culture of the federal workplace. 
We also advocate that organizations refine their performance management systems and 
develop managers’ skills before they tie pay decisions to performance ratings. This is the 
approach that was used at the IRS, when they implemented their pay-for-performance 
system. 

We also believe that in addition to certifying managers, there must be a review process in 
which individual employees can appeal. This is especially important at the outset, but 
even over the long-term, accepting that we are all humans and therefore fallible, we must 
build such a failsafe mechanism into the new system. 

And, finally, we believe that managers and employees must have a set of tools that allow 
concerns to be addressed short of formal complaints and grievances such as alternative 
dispute resolution. These tools have been shown to reduce the number of formal 
complaints and grievances by substantial margins. 
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We have called for a market-responsive, competency-based job classification system 
to replace the General Schedule (GS) system. The WAA approach to compensation 
allows for variances by occupational group in market demand and geographic location. 
However, it is unclear what source will be used for this market data on occupations and 
demand. Unless the government uses the same market data used by the private and non- 
profit organizations in their compensation strategy and recruiting campaigns, government 
is likely to be at a competitive disadvantage. 

In our research, we have noticed that there are more studies and demonstration projects 
focused on improving hiring practices than on any other personnel function. With so 
much attention on streamlining this process, one might expect to see substantial 
improvement across government. Yet, we continue to hear stories of vacancies that 
remain unfilled for as long as nine months. And the impression among graduating 
college students continues to be that the only way to get a job in government is to know 
someone. The Partnership for Public Service and other groups have reported on 
improvements made, but these improvements are not widespread. The hiring process in 
most government agencies remains a major barrier to recruiting. We think that the WAA 
ought to set explicit performance standards for hiring in each major occupational group 
and these should be benchmarked against large private sector firms. After all, government 
is competing with these firms and a candidate’s often lasting impression of a potential 
employer is his or her experience during the hiring process. 

Over the last few months, it has become clear to us that providing a secure and reliable 
funding source for successful implementation of this major change is essential to its 
success. This is especially important if the implementation of the proposed rules is meant 
to serve as a “test” of the overall approach, or if adoption of a new government-wide 
system is contingent on the success of one agency’s implementation. Evaluating one 
agency’s success will not be a valid test of reform if we fail to provide adequate resources 
to conduct the test. 

We want to make one final point on the key elements of a new personnel management 
system. The WAA should do much more to encourage federal employees to pursue 
career-long growth and development opportunities. While funding training programs is 
important, we also advocate the creation of a mechanism that would allow experience to 
be the teacher. Our research suggests that the personnel system should provide the means 
for easier movement of talented individuals between the public sector and private 
sector. We have come to this conclusion based on our analysis of data collected from 
undergraduate and graduate students on their career aspirations. These data show that 
young people - even those who express their desire to do public service work - want 
opportunities to work in various sectors over a career. They are anxious to make a 
contribution, and see opportunities to do this in all three sectors. 

Our research also shows that those agencies that have experimented with job rotations 
and agencies that rehire people after a stint in the private sector are enthusiastic about the 
results. One of our interviewees put it to us this way. “Most agencies cannot afford to 
send an employee away for 6 months or a year to retrain and update their skills. Some 
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things are just easier to learn on the job in the private sector.” This strikes us as an 
opportunity for a win-win. Job candidates want a varied career and agencies want people 
with up-to-date skills. WAA should provide mechanisms to satisfy this confluence of 
desires. 

What we are recommending is that agencies be permitted to hire federal “hybrid” 
employees. These would be people with particular skills, from inside or outside of 
government, who could work on short-term government assignments for up to three 
years. They would not be contractors. They could be drawn from academia, the non- 
profit sector, other federal departments, state and local government, or the private sector. 
They would be full-fledged government employees, able to supervise other federal 
employees, and covered under FEHB and FERS, and subject to merit principles and other 
government values. The purpose of creating this new category of employee would be to 
enable the government to reach out and tap into the skills that are needed — and to allow 
workers in government to branch out and receive extra compensation for replicating 
important innovations in other places. 

We agree with the emphasis in the WAA that certain key elements of the current system 
should be retained in the new system, including protection from undue political influence, 
diversity, protection for whistle blowers and veterans’ preference. 

V - The Challenge of Implementation 

For more than two decades, organizational researchers and change consultants have been 
studying and working on major organizational changes. From this large body of empirical 
work and practical experience, we can say a few things with assurance about organization 
change. One of those things is that implementation is the hardest part. In fact, 
implementation failure is the cause of many organizations’ inability to achieve the 
intended benefits of innovations. 

Implementation is the tough part of organizational change for several reasons. It is the 
stage when most employees are first touched by the change, which tends to trigger 
emotional reactions. In fact, many employees do not believe changes will occur until they 
have to do something different on the job. This phase is where we often experience for 
the first time the effects of lack of alignment between managers and staff - between those 
who have been actively involved in planning the change and those who must implement 
the change. This is often labeled as “staff resistance.” For these reasons, implementation 
is the stage when organizational changes are most likely to disrupt mission-critical 
operations. 

The “disconnect” between managers and staff happens because while executives and 
some managers usually are directly involved in conceiving the new system, staff 
members are not. When it is time to implement the new system, those who were involved 
in the planning phase are usually on board. They understand why the change is needed 
and how it is likely to affect the organization. Those who were not involved, on the other 
hand, are at the bottom of the learning curve on the new system. As one of my 
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colleagues at IBM discovered in her study of a government agency going through a major 
change, employees may receive communications about what changes are coming, but 
one-way communication is never sufficient to build understanding and a desire to try a 
new way. 

There are four specific steps that the WAA should encourage. 

Active Consultation and Involvement Strategy 

Two-way dialogue, active involvement, and participation by managers and employees at 
all levels in the organization are effective techniques that help everyone understand the 
need for change. There are many examples of successful initiatives in government and 
elsewhere that can be attributed to the high-involvement strategies that were employed. 

Extensive Training and Reliable Technology 

Training people on their new duties and responsibilities also reaps excellent results. 
Training can overcome the very natural anxiety that many feel about learning new 
processes and technologies and doing things they have never done before. When training 
is done well, it is designed and delivered in a way that suits both to the needs of the 
learner population and the demands of the learning content. We contend that giving 
managers a two-hour computer-assisted training program will not teach them how to set 
performance goals, provide meaningful performance feedback, and make fair Judgments 
when rating employee performance. 

Dedicated Resources to Support the Transformation Effort 

Successful implementation of a new personnel system will require sufficient dedicated 
resources from inside government agencies and, in most cases, guidance from experts 
who have done this before. This is not a time for learning on the job. 

The technical systems that HR personnel, managers, and staff members will rely on to 
capture and aggregate data will have to work right the first time. Again, this is not the 
time to try out untested technologies. And these tools must be simple and familiar — if 
possible, similar to what employees are accustomed to already. As we all know, people 
can digest only so much new information at one time. 

Time to Effect the Change 

In addition to extensive training and coaching, federal managers will need time to adapt 
to a much more demanding people management role. Employees will need customized 
information for each occupational group, focused leadership, coaching and time to adapt 
as well. This implementation will be like a marathon; most organizations are ready to run 
a5K. 
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In the case of personnel system reform, employees, managers, and citizens alike will 
judge the wisdom of this undertaking by their real-time experiences over the next few 
years as the new system is implemented. They wilt have no choice, because the outcomes 
we expect - a more capable, flexible workforce - will only emerge over a much longer 
period of time. In our view, the implementation process used during this period will have 
a far greater impact on how key stakeholders view the system than the debates that have 
occurred to date. 

Management of Occupational Groups across Organizations 

We find it difficult to conceive how a highly decentralized agency-by-agency approach to 
implementation can co-exist with the espoused desire for a government-wide personnel 
system. While we are firmly of the view that there is no “one size fits all” solution for the 
federal government, the variations needed in the system exist at the occupational level, 
not the agency level. Why should there be different systems for personnel management of 
intelligence staff - one for DoD, one for DHS, and who knows how many more? 

We suggest that a better way to bring about both needed flexibility and consistency 
across government is to implement the reforms one occupational group at a time. 

In government, the pool of talent in any one occupation or discipline often crosses agency 
and department lines. For example, there are law enforcement experts in multiple 
departments. There are financial analysts in every department. Members of each 
occupational group usually have similar educational backgrounds and similar 
competencies. These shared experiences and qualifications make it possible for them to 
move across organizational boundaries within government. This kind of lateral 
movement should be encouraged for career development, but it should not be prompted 
by unjustified inequities in compensation and other personnel rules. 

VI - Conclusion 

Our research suggests that there is relatively little disagreement about the need for change 
in the personnel system. In addition, there is a general consensus around what should be 
done. For example, who would argue with the fairness of rewarding your hardest 
working and most capable employees in a way that is understood and accepted by the rest 
of their fellow workers? 

But there is a good deal of disagreement about how it should be done. Also, government 
tends to overemphasize the importance of conceiving the change (policy development) 
and pay less attention to the challenges of putting the change on the ground 
(implementation). The realities of implementation should be fully considered during the 
policy development phase - especially in the case of personnel reform. 

For these reasons, we encourage Congress, the Administration, and key stakeholders to 
resolve their final concerns about specific elements of the reform together and turn to the 
enormous task of anticipating, planning, and executing the changes contemplated by the 
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WAA. In particular, more consultation with Congress, unions, the workforce, as well as 
agency leaders and managers is needed; as is investment in training and development of 
supervisors and managers to prepare them to discharge their new responsibilities and 
meet new expectations. We must have a plan to fund the additional resources that will be 
required to get the job done and we must allow government personnel adequate transition 
time to adjust to their new work environment while continuing to meet ongoing mission 
requirements. 

Above all, we must remember that public servants make possible the millions of 
individual transactions and relationships that serve the people of our country. They 
provide the essential capacity of government to serve its citizens. They implement the 
laws that Congress creates and support a just, fair, and safe society. The change 
envisioned in the WAA asks a lot of government employees. In return, leadership must 
do its utmost to earn and keep mutual trust, respect and accountability with these 
employees in order to succeed. 
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Mr. Porter. Mr. Styles, president, Federal Managers Associa- 
tion. 

Pardon me. Before you begin, I would exercise caution for those 
folks on the labor side in that you have a lot of allies here today, 
and you’re hearing a lot of comments that probably concur with 
some of your thoughts. Having read some of the backup material, 
I would encourage you to temper some of those thoughts because 
you have a lot of supporters here today, and just exercise a little 
bit of caution. 

Mr. Styles. 

STATEMENT OF MICHAEL B. STYLES 

Mr. Styles. Mr. Chairman, Ms. Norton 

Mr. Porter. I don’t believe your mic is on just yet. 

Mr. Styles. Is that good? 

Mr. Porter. That’s good. Thank you. 

Mr. Styles. Good morning, Mr. Chairman, Ms. Norton, Con- 
gressman Van Hollen. It’s an absolute pleasure to be here with 
you. 

I had remarks that I was going to read that were excerpts from 
my testimony, but given the fact that we may not have enough 
time to answer questions in the fullest. I’d like to at least point to 
some issues that I think are important that would be part of a 
question-and-answer period perhaps. 

I appreciate the comments that have been made thus far, but I 
also think that it should be noted that as we’ve moved into this HR 
modification process in all agencies, as we talk about the Working 
for America Act, to continue on with the things in DHS and DOD, 
I think we’ve started out in a negative mode. What we’ve started 
to do is talk about how the managers in the Federal work force 
can’t manage effectively, how the work force has an awful lot of 
nonperforming individuals who get increases automatically. I think 
these are fallacies, and I think that we should readdress our focus 
and we should start to approach this process with a positive ration- 
ale for the development of a new system, taking into account those 
negative aspects of the systems that we’re working under today. 

First of all, I believe in the empowerment of managers and em- 
ployees so that we can bring about innovative changes within our 
work forces. I believe that we have been involved, and you just 
watched a cycle time management demonstration right behind me 
that I thought was excellent, but those of us who have been man- 
aging in the Federal work force have used cycle time management 
and total quality processes for years. So I think it’s important that 
the reputation and the image of the Federal employee is recognized 
for what it is. We touch everything that happens every day in 
America, and we do a darn fine job at that, and I applaud every- 
body in this audience for their job and I thank you for your original 
comments. 

We also heard from Congressman Van Hollen. He said that we 
have to build trust if we’re to move forward. That can only be done 
if we have a collaborative effort that’s being put forward by the 
labor folks, management, the legislature, and the executive branch. 

Certain concerns that we have as we move into this new era. We 
have myths that have to be debunked. The private sector does not 
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manage better than the Federal sector in all instances. We can 
learn from each other in very many ways. Each agency can learn 
from each other. 

Workers are more efficient in the private sector? I don’t think so. 
I think, once again, we have a balance here that we have to look 
at. Our workers are pretty darn good. FMA represents managers 
and supervisors across 35 different agencies, and I’ve had tremen- 
dous pleasure over time, 16 years of that time as president of the 
FMA, to go to all of these agencies and see what we do in America, 
day in and day out, and I am very proud of what we accomplish. 

Points to bring out before my 5 minutes are up. If we are going 
to move forward, obviously funding for training is essential. When 
I talk about training, training for bringing into place new HR sys- 
tems. And, by the way, we need training for the HR systems that 
are in place. We haven’t had enough training, it isn’t ongoing, and 
one of the reasons is because funding hasn’t been provided for us. 
That funding, in our eyes, should be fenced. You should not be able 
to go out and use training funds as a discretionary fund for some 
other aspect of business. Agency oversight of expenditures has to 
be taken into account and tracking of training so that we ensure 
all personnel are trained. We can’t allow those training dollars to 
be stolen from — and I have here, Peter to pay Paul. 

What we’ve already seen in demonstration programs across the 
country is the fact that we haven’t given them extra money to pro- 
vide training, we’ve just given them training dollars. And now sud- 
denly they don’t have the same amount of funding for safety and 
security training, for instance. 

Pay for performance. We already have pay for performance, but 
people don’t seem to recognize that. It’s kind of an ironic thing. We 
do have a process to provide people with — my time is running here. 
OK. 

In order to be effective in pay for performance, we have to make 
sure that we fund for the raises, whether we’re in our system or 
another system, and I think it’s a fallacy, as I said before, to think 
that folks automatically get pay raises, because nonperformers 
don’t have to get a pay raise in our current system either. 

Do I think that there are merits to our proposal. Working for 
America Act? I do. I think market-based pay is essential if we’re 
to move forward and be competitive in the marketplace. But, just 
to quickly say this before time goes out here, an example, what we 
do now is take a GS-11 and GS-12 and make a band out of it. We 
take a 13 and 14, make a band out of it. 

I thank you very much. Maybe I’ll get a question on that later 
to finish that out. Thank you for your time. 

Mr. Porter. Thank you, Mr. Styles. I appreciate your comments. 
The success of the current system or the future system rests in 
your hands as long as it’s funded properly and you have the proper 
training to work with. So I concur. 

[The prepared statement of Mr. Styles follows:] 
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Siatement of Michael B. Styles to the House Government Reform Subcommittee - 10/05/05 

Chairman Porter, Ranking Member Davis and Members of the House Subcommittee 
on the Federal Workforce and Agency Organization: 

My name is Michael Styles and I am the National President of the Federal 
Managers Association. On behalf of the approximately 200,000 managers and 
supervisors in the Federal government whose interests are represented by the 
Federal Managers Association (FMA), I would like to thank you for inviting us to 
present our views before this hearing of the House Government Reform 
Subcommittee on the Federal Workforce and Agency Organization regarding the 
proposed Working for America Act. 

Established in 1913, FMA is the largest and oldest Association of managers 
and supervisors in the Federal Government. FMA was originally organized within 
the Department of Defense to represent the interests of civil service managers and 
supervisors, and has since branched out to include some 35 different Federal 
departments and agencies. We are a non-profit professional organization dedicated 
to advocating excellence in public service. As those who will be responsible for the 
implementation of the proposed changes to the current human capital 
management systems, managers and supervisors are pivotal in ensuring its 
success. I submit this written testimony to you on behalf of those managers with 
respect to the process of developing the regulations, the proposed changes 
themselves, and the eventual rollout of the new system. 

This is truly a historic moment. The employees of America have not seen 
such attention, diligent focus and commitment to action on proposals that would 
affect the systems governing their employment in more than a generation. With 
nearly half the federal workforce already on tap to move into new personnel 
systems at the Departments of Defense and Homeland Security, we must stress a 
deliberate and insightful process for drafting and considering the Working for 
America Act. While decisions will be made by officials in Washington, the men and 
women overseeing operations in the field will be the ones responsible for 
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successful implementation of the new programs. It would be disadvantageous to 
send them a system that does not reflect the proper time and deliberation in 
assessing the merits and pitfalls in similar systems at DOD and DHS. This careful 
review could mean a world of difference to a workforce trying to successfully 
navigate through a new work environment. 

The Working for America Act at its core holds considerable merit. The face 
of America's growing workforce is changing. As a once attractive model for 
employing the most talented members of the workforce, by today's standards the 
federal civil service system seems to be unreflective of the expectations of new job 
seekers. We believe that change needs to take place. The overhaul of the 
Department of Defense and Department of Homeland Security personnel systems 
has opened the door to avail the rest of the federal government to a culture of 
reformation. The current General Schedule pay system and performance review 
methods are in some cases inadequate. However, certain fundamental principles 
of merit remain crucial to preserving the integrity and accountability of any new 
employment system. We have seen through demonstration projects and pilot 
programs in various agencies around the country over the past few decades that 
implementing human resources management structures can help improve the 
productivity and mission of the affected agencies. 


As we move forward with any changes to personnel systems, we expect that 
there will be: 


• maintenance of current benefits for active duty and retired employees; 

• support for travel and subsistence expenses; 

• continuation of current leave and work schedules; 

• no loss of pay or position for any current employee; 

• no negative changes in current overtime policies and practices; and 
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• merit principles preventing prohibited personnel practices as well as an 
adherence to current whistleblower protections and honoring and promoting 
veterans' preference. 


We at FMA recognize that change does not happen overnight. However, we are 
optimistic that new personnel systems may help bring together the mission and 
goals of the agencies within a culture of productivity and results. We cannot do it 
alone. We will need considerable leadership from the top down and collaboration 
between upper management and employees. It is only through that process that 
we will be able to realize the potential of the new systems successfulness. 


TRAINING AND FUNDING 

While we have said it before, we feel it timely to say it again. Two key 
components to any successful alternative personnel system are training and 
funding. As any federal employee knows, one of the first items to get cut when 
budgets are tightened is training. Mr. Chairman, you have indicated your 
commitment to the importance of training across government. Training of 
managers and employees on their rights, responsibilities and expectations through 
a collaborative and transparent process will help to allay concerns and create an 
environment focused on the mission at hand. 

For years, FMA has championed the position that training funds should be 
fenced off from agencies discretionary spending authority, and we are encouraged 
by the proposal's inclusion of a provision to protect training dollars to ensure that 
agencies have resources available to them to prepare for the eventual roll out of 
any new system. However, we would also like to know that there is some level of 
accountability for the agency to not only spend those dollars, but spend them 
correctly. In that vein, we recommend the creation of a position that would 
oversee the training program, and authorize that person to use the fenced off 
funds as they deem appropriate. 
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For any new personnel system in any agency, we must keep in mind that 
managers will also be reviewed on their performance, and hopefully compensated 
accordingly. A manager or supervisor cannot effectively assign duties to an 
employee, track, review and rate performance, and then designate compensation 
for that employee without proper training. Part of the success for those 
employees in the demonstration projects and pilot alternative pay systems was the 
commitment to adequate training and persistent evaluation. The better we equip 
managers to supervise their workforce, the more likely we are to ensure the 
accountability of the new system - and the stronger the likelihood that managers 
will be able to carry out their non-supervisory responsibilities in support of the 
department's mission. 

For employees, they will now be subject to their manager's objective 
determination of their performance in a much more direct way. Employees would 
be justified in having concerns about their manager's perception of their work 
product in any performance review if they felt that the manager was not 
adequately trained. Conversely, if employees have not been properly trained on 
their rights, responsibilities and expectations under the new human resources 
requirements, they are more apt to misunderstand the appraisal process. 

Our message is this: As managers and supervisors, we cannot do this alone. 
Collaboration between manager and employee must be encouraged in order to 
debunk myths and create the performance and results oriented culture that is 
intended by the draft legislation. Training is the first step in erasing doubt and 
opening the door to such a deliberate and massive change in the way the 
government manages its human capital assets. We need the support of each 
department's leadership, from the Secretary on down, in stressing that ongoing 
training across the board is a top priority. We also need the consistent oversight 
and input of Congress to ensure that both employees and managers are receiving 
the proper levels of training in order to do their jobs most effectively. 
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The Executive leadership and Congress must also play a role in proposing 
and appropriating budgets that reflect these priorities. Agencies must also be 
prepared to invest in their employees by offering skill training throughout their 
career. This prudent commitment, however, will also necessitate significant 
technological upgrades. 0PM has already developed pilot Individual Learning 
Account (ILA) programs. An ILA is a specified amount of resources such as 
dollars, hours, learning technology tools, or a combination of the three, that is 
established for an individual employee to use for his/her learning and 
development. The ILA is an excellent tool that agencies can utilize to enhance the 
skills and career development of their employees. 

Clearly agency budgets should allow for the appropriate funding of the ILA as 
an example. However, history has shown that training dollars have been a low 
priority for many agency budgets. In fact, in the rare event that training funds are 
available, they are quickly usurped to pay for other agency "priorities." Toward 
this end, we at FMA support including a separate line item on training in agency 
budgets to allow Congress to better identify the allocation of training funds each 
year. 

Neither the Office of Management and Budget (0MB) nor 0PM collects 
information on agency training budgets and activities. This has only served to 
further diminish the minimal and almost cursory attention on training matters. 

Many agencies do not even have dedicated employee "training" budgets. Training 
funds are often dispersed through other accounts. It is no surprise that budget 
cuts inevitably target training funds, which is why FMA continues to advocate for 
the establishment of a training officer position within each Federal agency. This 
would allow for better management and recognition of training needs and 
resources, in addition to placing increased emphasis on critical training concerns. 

The Federal government must, once and for all, take the issue of continuous 
learning seriously. FMA advocated for the existing Chief Human Capital Officers 
Council, which the leadership in this Committee was instrumental in bringing about 
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as part of the Homeland Security Act of 2002. While we applaud the Council's 
creation of two needed subcommittees to examine performance management as 
well as leadership development and succession planning, we would urge the 
Council to add another subcommittee to evaluate training programs across 
government. Without proper training, and funding for training, we cannot hope to 
effectuate expansive human resources changes and fully achieve them. 

CHANGING THE PAY AND REVIEW SYSTEM 

At the center of the Working for America Act is a move away from the 
current General Schedule pay system. The most notable alternative pay structure 
that our membership has had experience with - through demonstration projects 
and agency reform efforts - is a pay-for-performance model of compensation. We 
believe that the hardest working employees should be rewarded with the highest 
rate of pay, and those employees who fall below the curve on their overall 
performance should not be rewarded at the same rate. The link between 
performance and pay provides greater incentive to employees that their efforts will 
be appropriately recognized. For where is the incentive in doing a better job than 
your colleague when little is done to differentiate additional efforts? 

Under the current system, there are rewards available to high performing 
employees that distinguish their performance. However, as could be the case with 
any alternative personnel system, the resources available to managers and 
supervisors to reward those employees are limited, which in turn renders them 
nearly ineffective. The move into an alternative pay system must be a deliberate 
process that takes into account past failures and makes systematic changes to 
prevent history from repeating itself. The move must also take into account both 
an internal and independent review mechanism for the implementation of a pay- 
for-performance system within the agency and elsewhere in the Federal 
government. 
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The current pay systems being used at the Navy's NAVAIR China Lake, Ca. 
faciiity and the Keyport Navai Warfare Center in Keyport, Wa. are two 
demonstration projects that represent good exampies of what to expect in 
aiternative personnei systems. China Lake has been a demonstration project for 
more than 20 years, whereas Keyport Naval Warfare Center has only been in a 
demonstration project for five years. According to data provided by the Human 
Resources division of the China Lake facility, 70 percent of the employees 
surveyed approve of the overall project. 

However, as we have stated in previous testimony, of major importance to 
the implementation of any pay-for-performance system is ensuring that an 
adequate pool of funds is available to the supervisor to recognize the efforts of 
his/her employee. As it stands, agency budgets feel the pinch from cuts not only 
due to unforeseen events such as Hurricanes Katrina and Rita, which can 
effectively drain the availability of funds to support the rewards pool, but also by a 
growing budget deficit fueled by the War in Iraq and other financial commitments. 
If this pool of money is lacking, the performance of some deserving federal 
employees may go unrecognized, causing the new system to fail in meeting its 
objective, in addition to creating dissension in the workplace. 

In short, the integrity of "pay-for-performance" will be severely hindered if 
all high performers are not rewarded accordingly. We believe that any new 
personnel system should continue to allocate at least the annual average pay raise 
that is authorized and appropriated by Congress for General Schedule employees 
to those employees under the new system who are "fully successful" (or the 
equivalent rating), in addition to other merit-based rewards based on 
"outstanding" performance (or equivalent rating). 

The performance appraisal process is key to this new personnel system. The 
review determines the employee's pay raise, promotion, demotion or dismissal in a 
far more uninhibited way than is currently established in the General Schedule. 
We support the premise of holding federal employees accountable for performing 


1641 Prince Street » Alexandria VA 22314-2818 ■ Tel: (703) 683-8700 ■ Fax: (703) 683-8707 
■ E-mail: infoigfedmanagers.org ■ Web: www.fedmanagers.org 




118 


Statement of Michael B. Styles to tte Hewse Covemmofl Reform Subcomm'tuce - 10/05/05 

their Jobs effectively and efficiently. More specifically, the removal of a pass/fail 
performance rating system that does not allow for meaningful distinction of 
productivity is a step in the right direction. 

We are concerned, however, that within any review system there must be a 
uniform approach that takes into account the clear goals and expectations of an 
employee and a system that accurately measures the performance of that 
employee, with as little subjectivity on the manager's part as possible. According 
to our members at Keyport, the managers were provided an initial 20 hours of 
onsite, in-person training, and employees were provided four hours of training 
highlighting their responsibilities, duties and expectations. This level of training 
was a good start. However, ongoing and in-depth training for managers and 
employees is critical to the overall success and implementation of any new system. 

Training helps alleviate concerns of bias. It is essential that within any 
alternative review process, the methodology for assessment is objective in order 
to reduce the negative effects of an overly critical or overly lenient manager. The 
most important component in ensuring a uniform and accepted approach is proper 
training and funding thereof, that will generate performance reviews reflective of 
employee performance. We would like to submit the following necessary elements 
for executing a pay-for-performance system that has a chance to succeed: 

• adequate funding of "performance funds" for managers to appropriately 
reward employees based on performance; 

• development of a performance rating system that reflects the mission of the 
agency, the overall goals of the agency, and the individual goals of the 
employee, while removing as much bias from the review process as possible; 

• a transparent process that holds both the employee being reviewed and the 
manager making the decision accountable for performance as well as pay 
linked to that performance; and 

• a well-conceived training program that includes skills training and is funded 
properly and reviewed by an independent body (we recommend the 
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Government Accountability Office as an auditor) which clearly lays out the 
expectations and guidelines for both managers and employees regarding the 
performance appraisal process. 

We believe that transparency leads to transportability, as intra- and inter- 
Department job transfers could be complicated by the lack of a consistent and 
uniform methodology for performance reviews. While we need training and 
training dollars, we should allocate those funds towards a program that takes into 
account the various functions and missions within the overall mission of the 
departments. If we are to empower managers with the responsibility and 
accountability of making challenging performance-based decisions, we must arm 
them with the tools to do so successfully. Without proper funding of "performance 
funds" and training, we will be back where we started - with a fiscally restricted 
HR system that handcuffs managers and encourages them to distribute limited 
dollars in an inequitable fashion. 

Pay banding is not a new concept to the private- and public-sector. It is 
currently underway in a few government agencies, notably in the Federal Aviation 
Administration as well as in the Internal Revenue Service - where FMA has a large 
number of members. The job classification and pay system was developed in the 
late 1980s, and has seen varying levels of success across private industry and in 
the public sector. 

First and foremost, we cannot stress enough the importance of offering 
market based pay in reforming any current pay structure. An incentive for 
working for the federal government is the stability In employment, compensation 
and benefits. Despite the best intentions of the Federal Employee Pay 
Comparability Act of 1990, there still remains a considerable pay gap of 32 percent 
according to the recent numbers from the Bureau of Labor Statistics (BLS) that 
indicate market forces are not at work in federal employment. We concede that 
some federal jobs might pay employees higher salaries as compared to the private 
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sector, but from the BLS data, it is also clear that there exists a far greater 
disparity in wages for the underpaid in federal service. 

According to a survey of college graduates. Federal and non-Federal 
employees conducted by the Partnership for Public Service*, the Federal 
government is not considered an employer of choice for the majority of graduating 
college seniors. In the survey, nearly 90 percent said that offering salaries more 
competitive with those paid by the private sector would be an "effective" way to 
improve Federal recruitment. Eighty-one percent of college graduates said higher 
pay would be "very effective" in getting people to seek Federal employment. 

When Federal employees were asked to rank the effectiveness of 20 proposals for 
attracting talented people to government, the second-most popular choice was 
offering more competitive salaries (92 percent). The public sector simply has not 
been able to compete with private companies to secure the talents of top-notch 
workers because of cash-strapped agency budgets and an unwillingness to address 
pay comparability issues. 

By shifting to a compensation model that looks at the local and national job 
markets for the pay range of a given position, the federal government makes 
themselves a more competitive employer. In certain fields, particularly higher 
paying professions such as law, medicine, science and engineering, market-based 
pay will allow for the federal government to offer prospective employees attractive 
recruitment packages that would include benefits such as $60,000 towards student 
loan repayments and hiring bonuses as already authorized by Congress. It is the 
coalescing of all these factors that will allow the government to maintain a top- 
notch, results-oriented workforce that rivals any other in the world. 

Pay banding offers considerable benefits to managers and supervisors that 
otherwise were unavailable under the rigid GS pay and job classification system. 
Without the tedious task of having to obtain laborious job descriptions, managers 
have the flexibility to move employees Into better positions and higher-paying 

I Survey conducted by Hart-Teeter for the Partnership for Public Service and the Council for Excellence in Government. Oct. 23. 2001 . p. 
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salaries without as much red tape. This frees the supervisor up to accomplish his 
or her day-to-day tasks, while providing more incentive and motivation to the 
employee. Employees are given a broader range of options to explore various job 
functions that will demonstrate greater ability and more closely align their work to 
their compensation. 

While the exact determination of the pay range for each pay band varies, we 
believe that predicating any alternative system on the current GS salary structure 
acts as a fair baseline for moving an employee into the new band. It is also 
important to create a system that is familiar to the employee and manager while 
still enabling the change that is needed to help ease all parties through the process 
further. Along those lines, it would be a disservice to recruitment and specifically 
retention efforts to reduce any employee or manager's pay, and in fact qualified 
employees should be able to receive higher salaries from this transition. The GS 
system has been in existence for decades, and moving into a new pay-banding 
system In and of itself creates some consternation. Using the base salaries of the 
GS system as the foundation will allay concerns that pay rates will be significantly 
reduced. 

The General Schedule places its emphasis on longevity, and the new system 
will place more emphasis on job performance than duration of employment. Pay 
bands provide the opportunity to have accelerated salary progression for top 
performers. As in the IRS pay-band system, managers are eligible for a 
performance bonus each year. Those managers with "Outstanding" summary 
ratings will receive a mandatory performance bonus, while managers with 
"Exceed" summary ratings are eligible for performance bonuses. 

Pay bands can also be designed to provide a longer look at performance 
beyond a one-year snapshot. Many occupations have tasks that take considerable 
lengths of time. Pay bands can be designed to recognize performance beyond one 
year. Arbitrary grade classifications in the GS system inhibit non-competitive 
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reassignments while broader bands foster non-competitive reassignments. This 
enhances management flexibility and developmental opportunities. 

Of course, there remain challenges with any proposed pay-band system for 
that matter. First, pay-for-performance systems are only as good as the appraisal 
systems they use. Since performance is the determining factor in pay-band 
movement, if there is no confidence in the appraisal system, there will be no buy- 
in for the pay system. 

Another considerable drawback to moving current GS employees into a pay 
banding system is that some workers will enter at the top of the band. This leaves 
little room for increase in the base pay of an employee. While they are still eligible 
for bonuses, the overall base pay goes towards final calculation of their retirement 
annuities, and could end up having a negative impact on their expected payout, 
even if they are performing well and receiving comparable bonuses. The idea 
behind pay bands is to give supervisors greater flexibility in increasing the pay of 
high-performing employees with the potential for moving up higher in the pay 
band than in the GS system. If you hamstring them from the beginning from 
being able to offer that incentive, you are crippling a system that is supposed to be 
designed to both encourage and reward results. 

Closing the pay gap between public and private-sector salaries is critical if 
we are to successfully recruit and retain the "best and brightest." In this regard, 
we are pleased to see a shift in the determination of "locality" pay from strictly 
geographical to market based. Locality pay adjustments based on regions across 
the country did not take into account the technical skills needed for a given 
occupation. The new regulations allow for a look nationwide at a given occupation 
within the labor market that more accurately ties the rate of pay to job function, 
which could overcome geographic impediments in the past in closing the gap 
between public- and private-sector salaries. 
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MERIT SYSTEMS PROTECTION AND THE EEOC PROCESS 

Under the draft legislation, fewer changes are made to the appeals 
processes for employees and managers to address adverse actions, labor 
relations, and other grievances. We support the decision by the authors to 
preserve the Merit Systems Protection Board as well as the majority of collective 
bargaining rights. FMA supports an open and fair labor-relations process that 
protects the rights of employees and creates a work environment that allows 
employees and managers to do their jobs without fear of retaliation or abuse. 

There has aiso been a commitment on the part of the Office of Personnel 
Management, DHS and DOD to hold close the Merit System Principles as they 
undergo their reformation process. We cannot stress adherence to these timely 
standards enough for the rest of the federal government agencies under the 
Working for America Act. For generations they have acted as a protective lining 
for managers and employees to feel confident that their employer is accountable 
for any misdirected actions taken. Further, they provide a foundation of ideals 
that should be upheld by all employers that wish to create a results oriented 
culture that promotes creative thinking and rewards exceptional productivity. 
They are timeless standards that should remain the bricks and mortar of any 
alternative personnel system introduced to govern federal service. 

The importance of having a place for employees to address their grievances 
to an objective and independent body is of the utmost importance in maintaining a 
legitimate and fair process for both the employee and the manager. However, the 
current process for an employee to file an Equal Employment Opportunity 
Commission complaint is flawed. According to the EEOC's published report on the 
Federal Workforce, the agency met the timeline of 180 day review process for 
complaints 60 percent of the time in 2003. It went on to say, "Overall, agencies 
failed to meet timeliness requirements for completing complaint investigations." 
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On average, it takes an agency 267 days to complete an investigation. Moreover, 
only two percent of claims filed are found to be meritorious.^ 

The bottom line is that a filtering process needs to be put into place that 
allows legitimate claims to be brought forth and frivolous claims to be dealt with as 
such. It is not fair for the employee who has been discriminated against to remain 
in their hostile position for nearly a year, nor is it acceptable for a manager to be 
passed over for promotions and raises due to a false claim. While the overall 
number of complaints has decreased in the last few years, disrupting the 
workforce and bringing about change without paying proper attention to inclusion, 
collaboration, providing necessary resources, and instilling confidence in the 
employees the claims are likely to increase as employees feel they have little 
recourse for their grievances. Something must be done to address this glaring 
problem. 

RECOGNIZING MANAGEMENT ORGANIZATIONS 

The recognition of management organizations such as FMA is a fundamental 
part of maintaining a collaborative and congenial work environment. Of the 
provisions in Title 5 that would be waived under the Working for America Act, the 
retention of the majority of collective bargaining rights does not guarantee that 
managers and supervisors that are members of the Federal Managers Association 
are recognized by the employing agency. 

Title 5 CFR 251/252 grants non-union employee groups the formal recognition 
of their Department by ensuring a regular dialogue between agency leadership and 
management organizations. Specifically, these provisions stipulate that; 


^ Annual Report of the Federal Workforce Fiscal Year 2003. U.S. Equal Employment Opportunity Commission Office of 
Federal Operations 
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• such organizations can provide information, views, and services which will 
contribute to improved agency operations, personnel management, and 
employee effectiveness; 

• as part of agency management, supervisors and managers should be 
included in the decision-making process and notified of executive-level 
decisions on a timely basis; 

• each agency must establish and maintain a system for intra-management 
communication and consultation with its supervisors and managers; 

. agencies must establish consultative relationships with associations whose 
membership is primarily composed of Federal supervisory and/or managerial 
personnel, provided that such associations are not affiliated with any labor 
organization and that they have sufficient agency membership to assure a 
worthwhile dialogue with executive management; and 

• an agency may provide support services to an organization when the agency 
determines that such action would benefit the agency's programs or would 
be warranted as a service to employees who are members of the 
organization and complies with applicable statutes and regulations. 

In summary. Title 5 CFR 251/252 allows FMA, as an example, to come to the 
table with Executive Branch leadership and discuss issues that affect managers, 
supervisors, and executives. While this process is not binding arbitration, the 
ability for managers and supervisors to have a voice In the policy development 
within each agency is crucial to long-term vitality. Such consultation should be 
supported by all agencies and departments, thus we strongly urge the inclusion of 
CFR 251/252 into the final regulations in order to maintain the strong tradition of a 
collaborative work environment that values the input of Federal managers. 
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CONCLUSION 

With so many varied demonstration projects and pilot personnel systems 
having been underway throughout the federal government for years, it makes sense 
that Congress and the Administration want to move forward with design and 
implementation of personnel reforms across the entire government. Change for 
changes sake is not what we are after. We believe the most successful agency 
reforms must take into account the overall mission of the organization and are guided 
by the overarching principles of transportability, objectivity and transparency. The 
ultimate goal is to create the most efficient organization. 

A shift in the culture of any organization cannot come without an integral 
design and implementation process that brings together the managers responsible for 
implementing the new personnel system and the employees they supervise. A total 
overhaul of the GS pay system to reflect a more modern approach to market and 
performance- based pay must be funded properly and must train managers and 
employees adequately in order for it to succeed. As we have explained, the lack of 
proper funding for "pay for performance" will work contrary to its intent. Ensuring 
that employees feel their rights are protected and safeguards are in place to prevent 
abuse or adverse actions necessitates a strict adherence to Merit Systems Principles. 
Additionally, all parties would benefit from a revision of the current EEO process. 

There are many challenges ahead, but we at FMA cannot stress enough the 
need to take a cautious and deliberate path for designing and implementing the 
Working for America Act. We recommend continued collaboration with management 
and employee groups as well as independent review and auditing by the Government 
Accountability Office, with the oversight of Congress. Through these checks and 
balances, we are hopeful that a set of guiding principles will emerge to assist 
agencies in their expected personnel reform efforts. Thank you again, Mr, 
Chairman, for the opportunity to testify before your committee and for your time and 
attention to this important matter. Should you need any additional feedback or 
questions, we would be glad to offer our assistance. 
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Mr. Porter. Mr. Gage is the president of the American Federa- 
tion of Government Employees. 

STATEMENT OF JOHN GAGE 

Mr. Gage. Thank you, Mr. Chairman, and Ms. Norton and Mr. 
Van Hollen. 

Mr. Chairman, you have entitled today’s hearing, “Mom, Apple 
Pie, and Working for America: Accountability and Rewards for the 
Federal Workforce,” and asked me to comment on the proposals. 

Working for America, mom, apple pie — based upon our union’s 
experience with the congressional debates over personnel changes 
in the Departments of Homeland Security and Defense, we cer- 
tainly hope that the proponents of this legislation do not mean to 
portray those who might oppose it as working against America in 
an opposition to mom and apple pie. We certainly hope that a rea- 
soned discussion of the merits will take place and that one’s posi- 
tion on pay for performance and the destruction of union rights and 
due process will not be framed as yet another measure of loyalty 
and patriotism. 

Should Federal employees be forced to compete against their co- 
workers for a salary adjustment? Should Federal employees have 
to wonder from year to year whether a supervisor might decide he 
or she needs a pay cut? 

Mr. Porter. Excuse me, Mr. Gage. If I may interrupt for a mo- 
ment. I personally take exception to those comments. And as an in- 
dividual that for 20-plus years has worked closely with the employ- 
ees of local. State and Federal Government, I take exception when 
you would comment that we be against those and would not believe 
that they’re American. So I take exception to that. Please under- 
stand this committee is here to have a fair hearing on the proposed 
structure of pay for performance, or whatever it is that we conclude 
at the end of the day. But, please, I do take exception. 

Mr. Gage. Thank, you Mr. Chairman. 

Mr. Porter. Excuse me, Mr. Gage. As for the balance of my com- 
mittee and this Congress, there are people that are working very 
hard, trying to work with you to make sure that employees — we 
have the best and brightest that can take care of our customers, 
and that’s the taxpayers. 

Mr. Gage. With all due respect, Mr. Chairman, we’ve been 
through this before with Homeland Security and DOD. I just want 
to note that we didn’t think those discussions were very fair. And 
I do appreciate that this will be different, but I thought it would 
be appropriate that we mention that because we have been through 
it. 

Mr. Porter. Again, Mr. Gage, we have a meeting later on today, 
and I think we can finish this discussion at 2 o’clock. On behalf of 
this body and this committee I do take exception to those com- 
ments. 

Mr. Gage. Thank you. 

Should Federal employees be prevented from access to their 
union-negotiated agreement procedures when they have evidence 
that a supervisor’s evaluation of his performance is inaccurate? 
Should Federal employees be denied to have an unfairly imposed 
penalty overturned after an unbiased third party has decided the 
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penalty was unwarranted? Should Federal employees be forced to 
work as probationary employees for 3 full years, without any rights 
on the job at all? And should Federal employees who work for the 
Federal Government be forced to trade a pay system that sets their 
salaries according to objective factors such as job duties and re- 
sponsibilities, and adjust those salaries according to objective mar- 
ket data for one in which supervisors decide their salaries based 
on personal assessments of their personal qualities or com- 
petencies? Should these employees trade salary adjustments based 
on data collected by the Department of Labor’s Bureau of Labor 
Statistics for so-called market surveys conducted at the discretion 
of local management by whatever private outfit the manager choos- 
es? And should Federal employees who vote for union representa- 
tion and pay union dues be denied the right to collective bargaining 
on anything except issues management decides are foreseeable, 
substantial, and significant in terms of impact and duration, in- 
cluding such issues important to every employee, as work sched- 
ules, travel, overtime, fair promotions, career development and 
training? 

Our answer to each of these questions is an unequivocal no. And 
that is why we urge you to reject the proposed legislation. 

The employees AFGE represents want their voices to be heard in 
the development of any new pay system, especially on fundamental 
issues such as the classification methods, criteria and systems 
structure, the way base pay is set and adjusted, and the rules of 
pay administration, including policies and procedures for some- 
thing as complex as pay for performance. 

The administration’s draft legislation extinguishes the voice of 
workers who would actually be paid under the new system. There 
is no provision for any collective bargaining at all with regard to 
the development of the new system, despite the fact that, across 
the board, participants in demonstration projects maintain the only 
way such systems have any degree of legitimacy, support, or fair- 
ness is if these issues are addressed in collective bargaining and 
worker protections are written into a fully enforceable collective 
bargaining agreement. 

The administration’s bill is not about either rewards or account- 
ability; indeed, it would eliminate several mechanisms for holding 
agency managers and political appointees accountable for how they 
treat the Federal work force in terms of the way that work force 
is selected, retained, disciplined, terminated, managed, and paid. 

Although the administration contends that the merit system 
principles will be upheld if its legislation is enacted, there’s almost 
no way for Federal employees or others to obtain information to 
confirm or disprove this. 

Mr. Chairman, I think what I’d like to conclude on is that we 
think there can be changes in this system. We have suggested 
changes in this system. But for this system to have any credibility 
and be transparent, taking away union rights, employee rights. 
Civil Service protection, starts off on the wrong foot. And I hope 
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that in further discussions we can make this a much more positive 
experience for Federal employees instead of what it is being seen 
out there by Federal employees now. Thank you, sir. 

Mr. Porter. Thank you, Mr. Gage. 

[The prepared statement of Mr. Gage follows:] 
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My name is John Gage, and I am the National President of the American 
Federation of Government Employees, AFL-CIO (AFGE). On behalf of the more 
than 600,000 Federal and District of Columbia employees our union represents, I 
thank you for offering me the opportunity to testify today on the Bush 
Administration’s proposals for government-wide changes to the civil service 
system. You have entitled today's hearing “Mom, Apple Pie, and Working for 
America: Accountability and Rewards for the Federal Workforce” and asked me 
to comment on the proposals contained in the draft version of the 
Administration’s so-called “Working for America Act.” 

Working “for” America. Mom. Apple Pie. Based upon our union’s experience 
with the Congressional debates over personnel changes in the Departments of 
Homeland Security and Defense, we certainly hope that the proponents of this 
legislation do not mean to portray those who might oppose it as working “against” 
America and in opposition to moms and apple pie. We certainly hope that a 
reasoned discussion of the merits will take place, and that one’s position on “pay 
for performance” and the destruction of union rights and due process will not be 
framed as yet another measure of loyalty and patriotism. 

The Administration’s proposed legislation to force all Executive Branch agencies 
to adopt pay-for-performance schemes certified by the Cffice of Personnel 
Management (CPM) and drastically reduce the rights of federal employees to 
union representation will not help the Federal government in any way. Indeed, 
there is no objective, audited data to affirm or even to suggest that pay for 
performance and the reduction of workers’ rights to union representation improve 
any aspect of either public or private sector organizations. Productivity does not 
go up with pay for performance. Employee satisfaction does not go up with pay 
for performance. “Accountability” does not go up with pay for performance. 

Costs do not go down with pay for performance. Accomplishment of mission 
does not improve with pay for performance. And prohibiting workers from having 
union representation also does not improve productivity, employee satisfaction, 
“accountability,” cost control, or accomplishment of mission. 

Should Federal employees be forced to compete against their coworkers for a 
salary adjustment? Should Federal employees have to wonder from year to year 
whether a supervisor might decide that he or she deserves a pay cut? Should 
Federal employees be prevented from access to their union’s negotiated 
grievance procedures when they have evidence that a supervisor’s evaluation of 
his performance is inaccurate? Should Federal employees be denied union 
representation when management speaks to her about problems at the 
workplace? Should Federal employees be denied the right to have an unfairly 
imposed penalty overturned after an unbiased third party has decided the penalty 
was unwarranted just because the agency says overturning the decision would 
have an impact on the agency? Should Federal employees be forced to work as 
probationary employees for three full years without any rights on the job at all? 
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Should Federal employees who work for the federal government be forced to 
trade a pay system that sets their salaries according to objective factors such as 
job duties and responsibilities, and adjusts those salaries according to objective 
market data, for one in which supervisors decide their salaries based on personal 
assessments of their personal qualities or “competencies”? Should these 
employees trade salary adjustments based upon data collected by the U.S. 
Department of Labor’s Bureau of Labor Statistics for so-called market surveys 
conducted at the discretion of local management by whatever private outfit the 
manager chooses? 

Should Federal employees who vote for union representation and pay union 
dues be denied the right to collective bargaining on anything except issues 
management decides are “foreseeable, substantial and significant in terms of 
impact and duration” including such issues, important to every employee, as 
work schedules, travel, overtime and access to promotions, career development, 
and training? Make no mistake about it; this new standard for negotiability will 
end collective bargaining in the Federal government as we know it. The only 
difference from DHS and DoD is that this time the proponents of this notion will 
not have the excuse of national security as a pretext to radically reducing 
workers’ rights. 

The consequences of this reduction in meaningful issues for collective bargaining 
will be worker burnout, increased danger to workers because of unsafe 
conditions, and adverse impact on morale within work units if assignments and 
work schedules are not offered or ordered in a fair and consistent manner. This 
lowering of morale will correspondingly lead to reductions in productivity. And 
ultimately the inability of the elected employee representatives to resolve these 
matters through collective bargaining will create recruitment and retention 
problems for the government, as employees find more stable positions in state 
and local government, or with the private sector. 

The employees AFGE represents want their voices to be heard in the 
development of any new pay system, especially on fundamental issues such as 
the classification methods, criteria, and system structure; the way base pay is set 
and adjusted and the rules of pay administration, including policies and 
procedures for something as complex as pay for performance. But the 
Administration’s draft legislation extinguishes the voice of workers who would 
actually be paid under any new system. There is no provision for any collective 
bargaining at all with regard to the development of a new system, despite the fact 
that across-the-board, participants in demonstration projects maintain that the 
only way such systems have any degree of legitimacy, support, or fairness is if 
these issues are addressed through collective bargaining and worker protections 
are written into a fully enforceable collective bargaining agreement. 

Should Federal employees be denied the protection of the Douglas factors which 
have served for 30 years to protect them from being victimized by overly harsh. 
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unreasonable, or discriminately applied penalties? This proposal would rob 
employees of the ability to have the Merit Systems Protection Board (MSPB) 
alter a penalty unless he or she were able to show that the penalty was iotally 
unwarranted” - a high legal standard no one is likely ever to meet. The Douglas 
Factors that the MSPB has used to evaluate the fairness of agency-imposed 
penalties on employees that the Administration would deny to workers are as 
follows: 

1 . The nature and seriousness of the offense, and its relation to the 
employee’s duties, position, and responsibilities, including whether the 
offense was intentional or technical or inadvertent, or was committed 
maliciously or for gain, or was frequently repeated; 

2. the employee’s job level and type of employment, including supervisory or 
fiduciary role, contacts with the public, and prominence of the position; 

3. the employee’s past disciplinary record; 

4. the employee’s past work record, including length of service, performance 
on the job, ability to get along with fellow workers, and dependability; 

5. the effect of the offense upon the employee’s ability to perform at a 
satisfactory level and its effect upon supervisors' confidence in the 
employee’s ability to perform assigned duties; 

6. consistency of the penalty with those imposed upon other employees for 
the same or similar offenses; 

7. consistency of the penalty with the applicable agency table of penalties; 
(The Board mused in footnotes that these tables are not to be applied 
mechanically so that other factors are ignored. A penalty may be 
excessive in a particular case even if within the range permitted by statute 
or regulation. A penalty grossly exceeding that provided by an agency’s 
standard table of penalties may for that reason alone be arbitrary and 
capricious, even though a table provides only suggested guidelines.) 

8. the notoriety of the offense or its impact upon the reputation of the agency; 

9. the clarity with which the employee was on notice of any rules that were 
violated in committing the offense, or had been warned about the conduct 
in question; 

10. potential for employee’s rehabilitation; 

1 1 . mitigating circumstances surrounding the offense such as unusual job 
tensions, personality problems, mental impairment, harassment, or bad 
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faith, malice or provocation on the part of others involved in the matter; 
and 

12. the adequacy and effectiveness of alternative sanctions to deter such 
conduct in the future by the employee or others. 

The Administration’s bill is not about either rewards or accountability. Indeed, it 
would eliminate several mechanisms for holding agency managers and political 
appointees accountable for how they treat the federal workforce, In terms of the 
way that workforce is selected, retained, disciplined, terminated, managed, and 
paid. Although the Administration contends that the merit system principles will 
be upheld if its legislation is enacted, there will be few opportunities for federal 
employees or others to obtain information to confirm or disprove this. Indeed, the 
independent organizations with the closest ties to the federal workforce, 
democratically elected unions, will be denied access to information necessary to 
process grievances. For example, the legislation denies the union’s existing right 
to information if such information is not normally maintained or “reasonably 
available.” These exceptions are, obviously, large enough to hide evidence of 
mismanagement and fraud, and are certainly large enough to hide evidence of 
breaches in the merit system principles. 

The Working for America Act 

The Administration’s proposed legislation would require the establishment of 
entirely new classification systems and pay systems. Performance “ratings of 
record,” which would include evaluation of an employee with regard to both 
“performance requirements” and “performance expectations,” would be used for 
all purposes under Title 5 that mention them. “Performance requirements” are 
defined in the draft as “broadly defined duties, responsibilities, competencies, or 
other contributions that an employee must demonstrate on the job” and have to 
“support and align with agency mission and strategic goals, organizational 
program and policy objectives, annual performance plans, and other measure of 
performance” and have to be communicated to the employee in writing. In 
contrast, “performance expectations” are “more specific and include the particular 
contributions (and applicable measures) that an employee’s supervisor expects 
from him/her as s/he carries out specific assignments” and “need not be 
conveyed in writing.”. “Performance expectations” can include “goals or 
objectives set at the individual, team, or organizational level” and can take any 
form. Also, “the means of communicating performance expectations" are at the 
“sole and exclusive discretion of management.” 

I want to call the committee’s particular attention to this: “Performance 
expectations” need not be conveyed in writing, can be set at either the individual, 
team or organization level, and can take any form. So these “performance 
expectations” can, in the Administration’s plan, be as important as market data, 
and fulfillment of expectations or requirements that are both individualized and 
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put in writing in determining an individual employee’s base pay, pay adjustment, 
and job security. There is no way for an employee or a union or any judicial body 
to hold an agency accountable for legal authority as broad and vague as this. 

The supervisor’s evaluation of performance - relative to requirements and 
expectations- will be the basis for pay, any awards provided under any agency 
awards programs, and promotions. Although the performance ratings could be 
grieved through either a negotiated or administrative grievance procedure, 
arbitrators would not be able to conduct independent evaluations of performance 
in order to ascertain whether the rating were accurate. 

The legislation allows absolutely no collective bargaining with respect to the 
design or implementation of a pay for performance system. The new pay 
systems designed solely by agency management will need to be submitted to 
0PM for “certification,” although there is a “meet and confer session” and the 
proposed systems do need to be published in the Federal Register prior to a 30- 
day comment period. The capacity of 0PM to provide effective oversight or a 
meaningful certification process is highly questionable. Like FEMA, 0PM has 
become highly politicized in the last five years and has seen an exodus of many 
highly qualified career professionals. It is almost certain that 0PM would, 
following Administration preference, contract out this work and yet another 
inherently governmental function that is “intimately related to the public interest” 
would fall into the hands of private consultants. 

The outline proposed in the Bush Administration’s plan would, for the first five 
years a pay for performance system is in existence, fund the “pay pool” for 
performance adjustments at a level that is equivalent to what the agency would 
have spent on within grade increases and other step increases. After those five 
years, however, all bets would be off. 

I testified last week before the Senate Homeland Security and Governmental 
Affairs Subcommittee on Oversight of Government Management and the Federal 
Workforce and the District of Columbia about successful demonstration projects 
involving alternative personnel systems. All the examples of success discussed 
at the hearing provide across-the-board salary increases and receive funding that 
exceeds that which would have been spent on General Schedule adjustments, 
both in order to fund the performance payments themselves as well as to cover 
the additional administrative expenses that a pay for performance system 
requires. This supplemental funding is absolutely critical to ensure that pay for 
performance schemes do not become methods to either reduce the payroll, or to 
reallocate it away from bargaining unit members and into the pockets of 
managers and high level professionals. 

In the President’s proposed government-wide legislation, local market 
supplements can be paid on top of “pay pool” performance increases to those 
with at least fully successful ratings. 0PM would be given the authority to 
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decide whether to adjust the bands. Only in the event that 0PM decided to 
adjust the rates at the very bottom of a band would every worker with a 
successful appraisal receive a raise. But there would be no parity or uniformity 
even within a locality. Instead, 0PM could exercise its discretion to “provide 
different adjustments for different bands and may adjust band minimum and 
maximum rates by different percentages.” 

That is, 0PM could take the money that under the General Schedule would be 
allocated equitably across the federal workforce and decide to forgo any raises at 
ail for so-called unskilled work such as military equipment repair or serving meals 
to veterans, decide to allow miniscule raises for those who process Social 
Security benefit applications, and lavish big raises on folks in the highest grades 
charged with carrying out the President’s Management Agenda. 

The discretion is immense; 0PM can decide that these local market supplements 
apply only to specific occupations and these can vary in size by band, 
occupation, and location. When 0PM decides whether and by how much to 
adjust bands, it can consider “mission requirements, labor market conditions, 
availability of funds, pay adjustments received by employees of other agencies, 
and any other relevant factors.” There is nothing in the bill describing what kind 
of data 0PM has to use to justify its actions; 0PM has complete discretion. 

The draft legislation also authorizes relaxation of standards and procedures with 
regard to competitive sen/ice appointments. It allows agencies to set 
probationary periods of up to three years. It amends the definition of “grievance” 
to include “any claimed violation, misinterpretation, or misapplication of any law, 
rule, or regulation ...if it was issued for the purpose of affecting conditions of 
employment... including misinterpretation, or misapplication regarding an 
employee’s pay, except those that involve the exercise of a manager’s 
discretion.” 

The bill changes the authority of the FLRA to issue “status quo ante” remedies. 
Even if an agency is found to have committed an unfair labor practice, if the 
remedy “would adversely impact the agency’s or activity’s mission or budget or 
the public interest” the remedy cannot be ordered. Also, a bargaining unit 
employee would lose the right to have a union representative present when a 
manager “reiterates” an existing personnel policy practice or working condition, 
when the meeting “is incidental or otherwise peripheral to the announced 
purpose of the meeting" or the meeting doesn’t result in the announcement of 
any change. Further, it only allows union representation at grievances filed 
under negotiated grievance procedures, not administrative grievance procedures, 
it also restricts the release of information to unions. Finally, the bill only requires 
an agency to bargain over changes that will affect members of the bargaining 
unit in ways that are “foreseeable, substantial, and significant in terms of both 
impact and duration.” 
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With regard to grievances over “ratings of record,” arbitrators would only be able 
to order changes if they can determine what the rating would have been if not for 
the violation of law, agency rule or regulation, or provision of a collective 
bargaining agreement. Finally, the draft bill proposes that penalties imposed on 
employees under chapter 75 (adverse actions) cannot be changed unless they 
are found to be “totally unwarranted” in light of “ail the relevant factors.” 

The civil service that would exist if the Administration’s bill were enacted would 
be relatively lawless. It is not just that a statutory pay system would be replaced 
by schemes governed by regulation and OPM certification. It is that the federal 
workplace would no longer be governed by a legal framework that effectively 
prohibits favoritism. All the key decisions affecting the composition of the federal 
workforce - who is hired, who is fired, who is assigned to what work - will be 
made without reference to a solid legal foundation that assures the public that 
these decisions will be apolitical. All the key decisions affecting the terms of 
employment for the federal workforce - classification, pay, discipline, access to 
information, union representation in the context of management communications 
to workers with regard to issues that affect one’s assignments, schedules, 
eligibility for either pay raises or reductions; will be altered in favor of unilateral 
managerial discretion. 

These profound changes in the very nature of the civil service are dangerous. 
The rule of law is necessary for a politically independent civil service, and the 
Working for America Act substitutes the rule of law for the rule of men in far too 
many instances. Its restrictions on collective bargaining over any aspect of pay 
and performance management will effectively prevent workers from holding 
agency management accountable to Congress and the public. Its OPM-certified 
pay for performance systems will not only allocate appropriated funds in ways 
that will not be transparent to the public or the Congress, they will also spend 
inordinate amounts of scarce resources on the complex administrative 
procedures inherent in all individualized pay systems. 


Scholarly Analysis of Pay for Performance: What do the Data Show? 

The only truly objective academic survey and analysis of the appropriateness 
and effectiveness of pay for performance in the federal sector has been 
conducted by Iris Bohnet and Susan Eaton of Harvard’s Kennedy School of 
government. Their work is apolitical, and is based on empirical data of outcomes 
in the private and public sectors rather than projections or anecdotes from those 
with a material or political interest in carrying out a particular agenda. 

Professors Bohnet and Eaton have identified through their research “conditions 
for success” for pay for performance in the public sector generally, and the 
federal sector in particular. They describe their work as providing a “framework” 
for determining whether and in what circumstances it makes sense to make 
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“incentive pay” a percentage of salaries in the pay system for federal workers. 
Their analysis combines economics, human resource management, and social 
psychology in both theory and practice. 

Bohnet and Eaton start out by defining pay for performance as a system that ties 
pay to output “in a proportional way, so that the more output, the higher the pay” 
and connect this approach to the views of Frederick Taylor, first published in 
1911, who argued that workers had to be “motivated to do their jobs more 
efficiently" by external factors. It is instructive to recognize that although 
advocates of the Bush Administration’s legislation repeatedly describe their 
approach as a modernization, it would in fact take us back about 100 years with 
regard to an understanding of “performance management." 

Bohnet and Eaton note that the best empirical studies of performance pay use 
“simple jobs” where measuring performance is straightforward. Even then, 
however, the analysis of the success of pay for performance becomes 
ambiguous because of the trade-off between quality and quantity. Their survey 
of this research shows that while workers whose jobs require just one, discrete 
task, such as replacing windshields, have been shown to improve output in 
response to the pay incentives, when just one more factor - quality — is added to 
the equation, the conclusions become unclear. That is, if you only look at 
quantity, workers can be expected to produce more if they are paid more for 
higher output. But if quality is considered, the overall benefit to the enterprise is 
less clear. 

Inherent Difficulties in Measuring Individuals’ Credit for Improvements to Output 

The three primary “conditions of success” identified by Bohnet and Eaton depend 
upon “the kind of output produced, the people producing the output, and the 
organizational setting in which the people produce the output.” Their conclusion 
is that the “conditions for success are generally not met by empirical reality in the 
private sector— and even less so by the empirical reality in the public sector.” 

The first “condition of success” is that output should consist of a single task that 
is clearly measurable and linked to a single individual. As everyone knows, the 
vast majority of federal employees is charged with completing multiple tasks only 
a small fraction of which is clearly measurable or susceptible to linkage to the 
work of a single individual. Bohnet and Eaton use the example of workers at the 
Occupational Safety and Health Administration who, under a pay for performance 
scheme that attempted to measure output, would have a strong incentive to 
focus on workplace safety rather than workplace health concerns because 
preventing an injury, e.g. falls from a platform, is far more measurable and 
linkable to the work of an individual agent, than is preventing a disease from 
developing 1 5 years into the future. Is preventing falls more valuable to OSHA 
than preventing cancer by limiting exposure to carcinogens? Would focusing 
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more on preventing injury than on preventing illness improve OSHA’s 
performance as an agency? 

Linking increases in output, performance, productivity, or contribution to mission 
to individuals would seem to be an uncontroversial prerequisite to 
implementation of an individualized pay for performance scheme. However, 
Bohnet and Eaton describe the near impossibility of achieving this in the context 
of some federal agencies’ missions such as the State Department’s responsibility 
to “promote the long-range security and well-being of the United States.” It is in 
this context that they cite the fact that although more and more work in the 
federal and non-federal sectors is performed by teams of employees, even team 
awards can create perverse incentives to be a “free rider” and enjoy the benefits 
of other people's efforts. 

Perhaps this is why the Department of Homeland Security (DHS) has fallen back 
on the truly irrational and subjective use of pay for personal “competencies” 
rather than pay for performance, even though their system pretends to be a pay 
for performance system. Paying according to personal attributes such as ability 
to learn, lead, and conduct oneself in a pleasant and professional manner is an 
obvious recipe for favoritism and corruption in the context of a federal agency. 
While no private business would survive the rigors of competition in the market if 
it paid employees according to such ephemera, a federal agency could get away 
with such a corruption of the public tmst indefinitely, at least until someone blew 
the whistle or some type of disaster exposed the effect of this type of 
mismanagement. 

Misunderstanding Federal Employees’ Motivation to Perform Can Produce 
Negative Results 

With regard to Bohnet and Eaton's second “condition for success,” the question 
is whether pay for performance motivates federal employees. Their literature 
review focuses on the fact that federal employees have been found to be “much 
less likely than employees in business to value money over other goals in work 
and life.” They cite the work of numerous psychologists and economists that 
suggest that “performance pay can even decrease performance if it negatively 
affects employees’ intrinsic (inner-based) motivation." They discuss so-called 
“public service motivation” which was found in a 1999 study of federal employees 
to be the primary source of high performance. 

Another aspect of the “people factor” in evaluating the potential impact of pay for 
performance is the unpredictable way people may react to changes in their pay. 
Bohnet and Eaton discuss the differences in attitude toward “absolute” and 
“relative" pay. Research shows that wage cuts of a particular amount cause 
more harm than the positive effects of wage increases of the same amount. In 
other words, especially in zero-sum pay for performance schemes where one 
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worker’s gain is another’s loss, the impact from the loss outweighs the impact of 
the gain for the enterprise as a whole. 

Regarding the question of relative pay, these scholars argue as follows: 

Comparisons with similar others, or “social comparisons,” are a second 
reason why performance pay may not work; they involve considerations of 
both procedural and distributive justice. This simply means that for a pay 
system to enjoy legitimacy and acceptance (both are required for 
effectiveness), employees must see it as fair in terms of process and 
outcomes. Recent research suggests that even if outcomes are agreed to 
be fair, performance can be negatively affected if the process through 
which the outcomes are achieved is perceived as unfair. 

Human psychological processes make differentiation among close co- 
workers extremely controversial. ..The “silver medal syndrome” based on a 
study of Olympic champions, shows that the most disappointed people are 
those who come in second in a competition, having hoped they would be 
first. (p.17) 

These are just two ways in which pay for performance schemes misunderstand 
federal employees’ motivation to perform their jobs well, and might actually lower 
overall performance. Bohnert and Eaton also ridicule the “carrot and stick” 
method that Administration officials have repeatedly used to justify both the 
imposition of pay for performance and the elimination of union rights. Professor 
Levinson of the Harvard Business School calls this the “great jackass fallacy” 
because of the image of the animal that most people imagine standing between 
the proverbial carrot and stick, and argues that it is a self-fulfilling prophesy in the 
context of personnel management. If people are treated as if they need the 
threat of a proverbial beating in order to perform, they’ll act with the same 
enthusiasm and intelligence of the beast in question. 

Uniqueness of Federal Government Creates Organizational Impediments to 
Successful Pay for Performance 

The efficacy of pay for performance also has been shown to depend upon the 
type of organization imposing it. Federal agencies are particularly inappropriate 
venues for pay for performance, according to the researchers, because federal 
employees “serve many masters” including Congress, executive branch political 
appointees, career managers, and the public at large. Often there are competing 
objectives that will cause employees being rated for performance to confront - 
and be forced to choose among ~ ambiguous or contradictory goals. Unlike a 
private sector firm where the objective of profit maximization is clear, in a federal 
agency there may be conflicting “political or programmatic differences” which 
make it virtually impossible for federal employees’ performance to be measured 
objectively. 
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Does anyone believe that Michael Brown, the former head of the Federal 
Emergency Management Agency (FEMA) is the lone federal manager or political 
appointee who won his position on the basis of factors other than competence 
and experience and could be expected to do a poor job of: a) setting 
performance objectives for career employees, and b) appraising their 
performance relative to these objectives? The fundamental differences between 
the public and the private sectors are so often denied by proponents of pay for 
performance, yet evidence of politicization in federal agencies should remind 
everyone of how difficult it is for apolitical, career civil servants to perform in the 
public interest over the objections of those with political agendas who have been 
granted authority to run agencies. 

Shifting Congressional Authority to the Executive Branch 

The Working for America Act would also constitute a change in the balance of 
powers with regard to authority over the civil service. Currently, the Congress 
has the authority to decide the terms and conditions of federal employment. The 
federal pay systems are statutory pay systems. Congress decides whether and 
by how much federal pay will be adjusted, and Congress decides what criteria 
will be used to link base salaries to positions. It sets the differences between 
what the lowest and highest paid federal employees will earn. Under the 
Working for America Act, this authority would be shifted to the Executive Branch 
and located within 0PM. 0PM would assume virtually all authority over all 
aspects of federal pay and performance management, from “certifying" the 
agency pay systems that would replace statutory systems, to deciding whether to 
grant salary adjustments, to deciding the ratio between salaries at the top and 
the bottom of the federal pay scales. 0PM would decide the role that federal 
unions could play in defending the interests of their members in the context of 
pay. 

Combining the indefensible curtailment of collective bargaining rights with the 
complete elimination of the role of Congress in setting federal pay policies is a 
double silencing of federal employees with regard to the most important issues in 
their work lives. Today, federal employees can contact both their union and their 
representatives in Congress with their concerns over the pay system, and have 
good reason to expect that both will be able to hold an agency accountable for 
implementing a system that is transparently written into the law. Under the 
Working for America Act, neither Congress nor a union will have a role to play in 
making sure that the pay system operates fairly or equitably. 

Conclusion 


No one finds fault with the concept of pay for performance. Yet real-world 
implementation is notoriously difficult and highly unlikely to produce the desired 
results. In fact, as the Harvard scholars have shown in their survey of empirical 
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research on implementation of pay for performance in the public sector, the 
danger is not only that pay for performance will fail to improve results, it is likely 
to make many things worse. The “conditions for success" for pay for 
performance identified by the research simply do not exist in the federal 
government, and they never will. 

The authors of the Working for America Act have taken the current infatuation 
with pay for performance and used it as yet another opportunity to deny federal 
employees the right to union representation. By severely curtailing federal 
unions’ rights to represent their members, the Administration is effectively 
insulating itself from public accountability for how it spends appropriated funds, 
and whether it is adhering to the merit system principles for an apolitical civil 
service. As such, AFGE opposes the Working for America Act in the strongest 
possible terms and urges the Congress to reject it in its entirety. 


That concludes my statement. I will be happy to answer any questions you may 
have. 
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Mr. Porter. Ms. Kelley. Save the best for last. Appreciate your 
being here today. 

STATEMENT OF COLLEEN M. KELLEY 

Ms. Kelley. Thank you, Mr. Chairman, Ms. Norton, Mr. Van 
Hollen. 

Mr. Porter. I don’t think you’re on just yet, your mic. 

Ms. Kelley. Does that work? 

Mr. Porter. That’s working. Thank you. 

Ms. Kelley. Can you hear me now? 

In anticipation of the proposal from the administration, I have 
been talking to NTU members across the country of what we ex- 
pected would be in this proposal, and I can tell you that they are 
very concerned and opposed to many of the provisions. 

In anticipation of this hearing, we conducted a survey of our 
members just over the past 2 days, and I wanted to share with you 
the results of the survey. 

We have a chart over here. Our survey shows conclusively that 
mom and apple pie lovers who work for the Federal Government 
are overwhelmingly opposed to the proposal that is being put for- 
ward that would change the personnel system across the govern- 
ment. 

NTEU has serious concerns and objections to the administra- 
tion’s proposed governmentwide changes, and they fall into two 
main categories: The first is that despite the administration’s com- 
ments to the contrary, the proposal would make numerous, sub- 
stantial, and detrimental changes to employee rights in the areas 
of collective bargaining and due process. 

And, second, the proposed pay system is unacceptable on several 
grounds, including the fact that it is not seen as fair or trans- 
parent, nor has it been tested. 

Employees who perform superbly will have no reliable expecta- 
tion of pay increases. It is excessively complex and will require 
huge increases in funding to administer. Its references to holding 
managers accountable have no foundation in the statutory lan- 
guage, and it will thwart rather than promote the teamwork that 
is necessary to advance the missions of the agencies. 

With regard to the labor management provisions, there have 
been a number of discussions already around the new definition of 
emergencies. I would just note that the current law already pro- 
vides great latitude to agencies to act without regard to collective 
bargaining obligations in emergencies. NTU does not object to that. 
What we do object to are the new definitions that have been dis- 
cussed that were read from the record by Mr. Van Hollen, and, I 
would also add, one other set of language in here. It talks about 
the agencies’ ability to preclude bargaining when they are prepar- 
ing for, practicing for, or preventing any emergency. Now it seems 
to me if you are preparing, preventing, or practicing for, you are 
not in an emergency; and therefore, this language should not apply. 

The administration’s proposal also limits employee due process 
rights in a number of significant ways. Just one example is a new 
standard that is being proposed for the mitigation of penalties by 
the Merit Systems Protection Board. Today, if the MSPB finds a 
penalty unreasonable, it can direct it be changed. This new bill 
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would change the standard to totally unwarranted, rather than un- 
reasonable, and this proposal is very similar to language that we 
see in the DHS regulations, and that language is wholly without 
justification. 

Now as we all know, that provision has been struck down by the 
U.S. District Court in NTEU et al. v. Chertoff. I find it hard to be- 
lieve that the administration wants to pursue this provision when 
one so similar has already been ruled illegal. 

The administration’s bill would also expand the untested and 
complex pay model from DHS and DOD before it has ever been im- 
plemented or tested in these agencies, and there is no evidence 
that this model will increase recruitment, retention, or perform- 
ance. And in fact, similar models have shown negative results. 

At the IRS, while employees represented by NTEU are not cov- 
ered by a pay banding system, the managers there are, and the 
IRS hired the Hay Group to do an evaluation of that system and 
this is what they found. Here are the results: 76 percent of covered 
employees felt the system had a negative or no impact on their mo- 
tivation to perform their best; 63 percent said it had a negative or 
no impact on the overall performance of senior managers; only 25 
percent of senior managers agreed that the system was fair, and 
increased organizational performance was not attributable to the 
system. 

Now, under the administration’s proposed pay system, there will 
be many changes in how adjustments of any kind will be provided 
to employees. There are a lot of new terms to be learned, range 
rates and maximums and minimums, and there is a lot of language 
in the proposal that says the director may establish this or the di- 
rector may provide that pay raise. But at the end of the day, when 
you apply this new language, it is very likely that an outstanding 
employee could receive no locality adjustment because their occupa- 
tion was not given an increase. Because of the new definitions 
around pay pools and the authority of the director, who may do 
this or may do that, it is very possible that top performance would 
not receive a pay performance or a performance pay adjustment be- 
cause their pay or their occupation may be determined not to have 
contributed significantly to the mission of the agency, even though 
they are a top performer in their occupation and doing what they 
need to do to excel. 

Now, assuming there is adequate funding to pay for performance 
increases, which I think is questionable at best, there are a lot of 
questions about managers who are having difficulty applying the 
current structured system today and having to move to a more 
vague, undefined system that employees will have no confidence in. 

If I could just summarize for a few seconds here, I would suggest 
that the things NTU and our members believe are important to the 
success of the agencies and a new system are leadership; that rules 
and systems don’t motivate people; leaders do; opportunities for 
employees to have input into decisions that affect them and the 
functioning of their agencies — they have good ideas that are cur- 
rently being ignored; and a fair compensation that has credibility 
among employees, promotes teamwork, is adequately funded and is 
not administratively burdensome, as is being defined in this new 
system. 
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So unfortunately, we do not see the system as meeting these 
standards. But, again, I very much welcome the opportunity to ap- 
pear before you today, look forward to working on changes that can 
be made that would be fair and appropriate, and to answer any 
questions you might have. Thank you. 

Mr. Porter. Thank you very much. 

[The prepared statement of Ms. Kelley follows:] 



146 


Testimony of 
Colleen M. Kelley 
National President 
National Treasury Employees Union 

Before The 


House Subcommittee on Oversight of Government 
the Federal Workforce and 
Agency Organization 

on 

“Mom, Apple Pie, and Working for America: Accountability 
and Rewards for the Federal Workforce” 


October 5, 2005 



147 


Chairman Porter, Ranking Member Davis, thank you for the opportunity to 
present the views of NTEU members on the Administration’s proposed new 
government wide personnel system. I must note that I think your title for the 
hearing, “Mom, Apple Pie, and Working for America; Accountability and Rewards 
for the Federal Workforce,” is a little off base. In fact, NTEU has conducted a 
survey that shows conclusively that both Moms and Apple Pie lovers who work for 
the federal government are overwhelmingly opposed to the Administration’s new 
personnel proposal. Based on these results, I would also like to take this 
opportunity to announce the formation of a group called Moms And Dads and 
other Federal Employees Determined to Stop the WFA, or MADFEDSWFA. You 
will be hearing more from them. 

NTEU has serious concerns and objections to the Administration’s proposed 
government wide personnel changes, which it refers to as the Working for America 
Act. The concerns fall into two main categories. 
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First, despite Administration comments to the contrary, the proposal would 
make numerous substantial and detrimental changes to employee rights in the areas 
of collective bargaining and due process appeals. 

Second, the proposed pay system is unacceptable on several grounds, 
including that it is not fair, or transparent, or tested. Its goals are not clearly 
identified. Employees who perform superbly will have no reliable expectation of 
pay increases. It is excessively complex and will require huge increases in funding 
to administer. It usurps Congressional authority, giving unprecedented power and 
discretion to the Office of Personnel Management. Its references to holding 
managers accountable have no foundation in the statutory language. It will thwart, 
rather than promote, the teamwork necessary to advance the missions of the 
agencies. 

In addition, since the proposal was conceived with absolutely no input from 
frontline employees, or managers for that matter, who are tasked with 
accomplishing the missions of the agencies, it does not reflect or address the most 
critical challenges facing federal employees, which include a lack of funding, 
training and consistent communication of priorities by leaders who value the input 
of frontline employees. 
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LABOR-MANAGEMENT PROVISIONS 


With regard to the labor-management provisions of the Administration’s 
proposal, I would like to highlight some of the most offensive provisions that limit 
current collective bargaining rights. Current law provides great latitude to 
agencies to act without regard to bargaining obligations in emergencies. NTEU 
does not object to that. However, this proposal would change the current statutory 
definition of emergency, broadening it to an absurd extent, to include, “any 
situation involving or potentially involving ... an adverse effect on agency 
resources ... an increase in agency workload ... or any budgetary exigency 
caused in whole or in part by external authorities.” See sec. 401, proposed 
amendment to 5 U.S.C. 7103(a). This definition goes well beyond what is 
applicable even in the new DOD and DHS systems. In addition to making 
virtually any situation fit under the big tent definition of emergency, the bill also 
expands on the emergency exemption to preclude the need to bargain when, 
“preparing for, practicing for, or preventing any emergency.” See sec. 401, 
proposed amendment to 5 U.S.C. 7106(a)(2)(D). It seems to me that if you are 
preparing, preventing or practicing for an emergency, you are not in one. To bring 
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in the issue of accountability here, if a federal manager can’t make each and every 
particular situation fit into this new emergency standard he or she should be fired. 


DUE PROCESS RIGHTS 


The Administration proposal limits employee due process rights in many 
significant ways. To note just one example, the bill sets out a new statutory 
standard for mitigation of penalties by the Merit Systems Protection Board. 
Currently, if the MSPB find that a penalty is “unreasonable” it can direct that it be 
changed. The bill would require the MSPB to find that a penalty was “totally 
unwarranted,” rather than unreasonable. See section 403, proposed amendment to 
5 U.S.C. 7701(c). This proposal is very similar to a provision in the DHS 
regulations that would have changed the MSPB mitigation standard to “wholly 
without justification.” That provision was struck down by the U.S. District Court in 
NTEU, et al. v. Chertoff. (Civil Action No. 05-201). In that regard, the Court 
stated, “rather than afford a right of appeal that is impartial or disinterested, the 
Regulations put the thumbs of the Agencies down hard on the scales of justice in 
their favor.” I find it hard to believe that the Administration wants to pursue this 
provision when one so similar has been ruled illegal. 
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PAY SYSTEM 


The Administration’s bill would expand the untested, complex and 
controversial DHS/DOD model government-wide before the model has even been 
implemented in those agencies. There is no evidence that this model will increase 
recruitment, retention or performance. In fact, similar models have had negative 
results. While bargaining unit employees represented by NTEU are not covered by 
a paybanding performance based system at the IRS, managers are. The Hay Group 
did a Senior Manager Payband (SMPB) evaluation on this system for the IRS last 
year. Here are some of the results; 1) 76% of covered employees felt the system 
had a negative or no impact on their motivation to perform their best; 2) 63% said 
it had a negative or no impact on the overall performance of senior managers; 3) 
“Only one in four senior managers agree that the SMPB is a fair system for 
rewarding job performance or that ratings are handled fairly under the system;” 4) 
“Increased organizational performance is not attributed to the SMPB.” 

The Administration proposal gives unprecedented authority to 0PM. In 
addition to certifying agency plans, it will have the exclusive authority to define 
and adjust occupational groups and subgroups; define and adjust pay rate ranges 
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for those groups and define and adjust local market areas and pay supplements for 
those areas. There will be no judicial review on the merits of these decisions. 

The proposed system will give employees no assurance that they will 
continue to receive annual pay adjustments needed to preserve the buying power of 
their federal salaries or that they will receive locality adjustments or “performance” 
increases, despite having performed at an outstanding level. 

What we think of now as annual national adjustments go to all employees 
with small locality differences based on wage surveys from the 32 locality pay 
areas. Under the proposed system, there will be no national adjustment. Rather, 
0PM will determine which “rate ranges” should get increases. The proposal 
states, “the Director may provide different rate range adjustments for different 
bands and mav adjust the minimum and maximum rates of a band by different 
percentages.” The Director also can just increase the maximum rates, leaving 
those at the lower steps of the rate range with no increase. An adjustment that now 
is limited to 32 different amounts will be open to as many different variations as 
the number of steps within each rate range, multiplied by the number of bands 
within each occupational group or subgroup, multiplied by the number of 
occupational groups or subgroups. 
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Under the current locality pay rules, all GS employees who work in the same 
location receive the same locality pay adjustment. Under the proposed system, the 
Director may establish locality adjustments “for each rate range” and “ may provide 
different local market supplements for different career/occupational groups or for 
different bands within the same career/occupational group in the same local market 
area.” So on the performance issue, an outstanding employee could receive no 
locality adjustment because his or her occupation is not given an increase, or 
because the pay band he or she is in does not receive a locality adjustment. On the 
complexity issue, the different locality adjustments could reflect the number of 
localities, multiplied by the number of occupational groups, multiplied by the 
number of pay bands, multiplied by the number of rate ranges. This number would 
then be multiplied by the total number of variations in the national adjustment 
referred to above. 

In addition, the Director can provide special market supplements that can 
vary based on locality and occupational group and subgroup. 

Moving on to the performance adjustment, agencies must establish “pay 
pools.” “Each pay pool shall cover a defined group of employees, as determined 
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by the agency.” Employees are awarded “shares” that correspond to their 
performance ratings. “An agency may determine the distribution of funds 
allocated for performance pay increases among pay pools and may adjust those 
amounts based on overall levels of organizational performance or contribution to 
the agency’s mission ... an agency may, for any pay pool, adopt a method of 
adjusting shares based on an employee’s position in the rate range.” Again, an 
outstanding employee could miss out on a performance increase because he or she 
is in a pay pool that the agency has determined is not contributing to the agency’s 
mission or because he or she is at a position in the rate range that the agency has 
determined will not be awarded performance increases. As far as the complexity 
of the performance adjustment, one must multiply the number of federal agencies 
by the number of pay pools within each agency, then multiply the number of shares 
within each pool that can be earned by each employee. 

Assuming there is adequate funding to pay performance increases, which is 
questionable at best, performance pay shares will be based on annual ratings 
derived from an untested, vague performance system administered by managers 
who have difficulty applying the current, structured system and who do not have 
the confidence of those they supervise. Rating systems must have at least three 
levels as opposed to many agencies that currently use pass/fail to rate employees. 
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With more pay and other important factors tied to these ratings, managers and 
employees will spend more time on them. Time that NTEU believes would be 
better spent on frontline mission related efforts. Many agencies, including DHS 
and the IRS, where we represent employees are in desperate need of more frontline 
employees. Clearly, this proposal will require more human resource positions in 
each federal agency and especially in OPM. We do not believe this is the right 
priority for our underfunded agencies. 

ACCOUNTABILITY 


The Administration has stated repeatedly that this bill will hold managers 
accountable. Yet, 1 see nothing in this bill that would do so. I would be very 
interested in hearing specific references to provisions in the bill that will “require” 
management accountability as Administration officials have stated. Saying it, 
doesn’t make it so. We agree with the Administration that accountability is critical 
to a successful performance management system and we believe that 
accountability must start at the top. For many years the IRS and NTEU have 
jointly sponsored an employee survey that includes the opportunity for employees 
to rate the performance of their managers. Employees have become so 
disillusioned, seeing absolutely no action that would indicate that managers who 
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consistently receive low ratings face any repercussions, that NTEU this year 
withdrew its support for the survey. We see nothing in this proposal that will 
impose any consequences on managers who consistently receive low ratings from 
the employees they supervise. 

The employees represented by NTEU want to be successful in 
accomplishing their agencies’ missions. These are the things I believe will have 
the most impact on the quality of applicants and the motivation, performance, 
loyalty and success of federal workers. 

1) Leadership. Rules and systems don’t motivate people. Leaders do. 

2) Opportunities for employees to have input into decisions that affect them 
and the functioning of their agencies. They have good ideas that management is 
currently ignoring. 

3) A fair compensation system that has credibility among employees, 
promotes teamwork and is not administratively burdensome. 

Unfortunately, I do not believe the proposal being pursued by the 
Administration follows these standards. 
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Thank you for the opportunity to appear before you today. I would be happy 
to answer any questions. 
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Mr. Porter. I’d like to ask, Mrs. Kelley, possibly we can chat 
some time as to maybe a blueprint that you would suggest. I say 
this, taking lead at Mr. Styles from a positive perspective. I would 
assume you would concur that the system needs some change, 
whatever it is. We may disagree on what that it is, but it’s a sys- 
tem that’s been in place for 50, 60 years. Today is not necessarily 
the time, but this is a draft, and I would encourage that we could 
sit down and come up with some positive ways to work on a sys- 
tem, a new and improved system. I realize it’s not a question. I just 
look forward to working with you for some ideas and a blueprint 
you would suggest. 

Ms. Kelley. I would welcome that opportunity. But if I could 
add, Mr. Chairman, I do not think the current system is perfect, 
but I believe what is wrong — where the current system is the im- 
plementation of it, not so much the system. So my worries are real- 
ly magnified when I think about a vague, undefined system and 
having to implement that, when there are so many problems with 
implementation of the structured system in place today. 

Mr. Porter. I would expect you have heard this morning, not 
only from some of the panelists but the subcommittee, that we 
have similar concerns. Thank you. 

Again, we always like to pick on manager styles. I follow your 
lead again and ask for comments from Ms. Shaw. 

On a positive side, you have had such great success and we’ve 
been hearing this morning of the pros and the cons, and certainly 
a lot of cons have been brought out, but how does it work, how did 
you do it? Share with us how you had such great success, because, 
based on what I’m hearing from some folks this morning, is that 
it can’t work and it hasn’t been successful. 

Ms. Shaw. Well, it can and does work. It’s worked for Federal 
Student Aid. I’d like to say for the record here, all of the accom- 
plishments in the Federal Student Aid Office at the Department of 
Education have been made by our incredibly dedicated and tal- 
ented Federal career staff at all levels. We have just under 1,100 
employees and those are the people who did all the work for these 
accomplishments. 

I would say that what we have been able to do, we do have some 
flexibilities afforded to us in our performance-based organization 
statute. We’ve been able to use those, and particularly the hiring 
flexibilities I described. But also I need to add that we’ve been able 
to work very diligently with what — the other processes and proce- 
dures that are already in place. 

We’ve heard some of my panelists up here talk about the system 
that we have today is difficult for people to administer. It is. We 
have focused on that very diligently. We have a host of training for 
our supervisors, new supervisors, employees, around performance 
management and how that could and should work, and we just 
keep at it. 

We don’t expect change overnight. We’ve been working on this 
during my tenure, for 3 years. And there is an organizational and 
operational and people readiness around change. And we have been 
working that with a very focused plan around our work force man- 
agement. We have a strategic plan around that, and it is working. 
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I’m not here to say it’s perfect, but it is working. We are delivering 
incredible results for the Department and for taxpayers. 

Mr. Porter. Thank you. I think I said earlier, and I would con- 
cur with your comments that we truly have some of the best and 
brightest working for the Federal Government. With proper fund- 
ing, proper leadership, and proper training, I think we certainly 
could emulate what your success is also. So with that. I’d like to 
just remind the subcommittee we have about another 30 minutes 
for questioning. I’d like to open it up for questions. 

Ms. Norton. Thank you very much, Mr. Chairman. 

Let me begin with Ms. Shaw. First of all, let me congratulate you 
on the vast improvement in the student loan program. The tax- 
payers are happy, and I’m sure that the consumers, colleges and 
universities, and particularly students themselves. 

I just want to note for the record that the Washington Post did 
run an article this summer in which it talked about thousands of 
civil servants leaving the Federal Government, and that 0PM led 
the list, 21.8 percent. So they wanted to seek employment else- 
where in the government. The high rollers were the 0PM, Home- 
land Security, Defense — these are all percentages — and, surpris- 
ingly, 0MB. I guess they’re tired of cutting people’s budgets or 
something. And the Education Department was among the high 
rollers. 

I don’t think that takes away from what you have done. I’ve read 
your testimony carefully and listened to you, and as best I can tell, 
there are two major factors responsible for your success. First of 
all, the problems with the agency were attributable, it seems to me, 
to two bodies. One is this body and the other is the management 
of the agency. And when you describe what you have been able to 
do, essentially put in place whole new systems so that you have 
tackled the high default rate, that didn’t have a thing to do with 
employee performance. That had to do with the management of the 
agency. 

Unhappy customers. That had to do with the shocking perform- 
ance of the agency. And its customers were, of course, the colleges, 
universities. 

Financial controls. That didn’t have anything to do with any- 
thing, except how managers, in fact, enable an agency to run. 

Then you go on in the second part of your testimony to indicate 
how you did it, and one of the things you stress — and I appreciate, 
and I’m not sure there would be much exception taken to what you 
did in hiring — if we were in fact to streamline our hiring. And you 
talked about hiring 70 senior managers and professionals with the 
right skills who were needed to work with the Federal career staff. 
Your career staff is still there. The same folks are still there who 
everybody was complaining about, and I know exactly what that 
process is about. When I came to the EEOC, the people who took 
the flak were the investigators, were the people who had to deal 
with the public. What needed to happen was a whole new system 
needed to be put in place. 

With all due respect and for all the credit you must be given, I 
must say that you show what can be done with the present system, 
with the present pay system, with the present — absolutely every- 
thing else. We didn’t do anything to you the way we did to 0PM 
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and to DHS. You made the present system work. I think everybody 
needs to get in there, first and foremost GAO, and find out how by 
putting in new systems you were able to get the same civil serv- 
ants to give you far better performance. Has there been a GAO 
study of what you have been able to achieve? 

Ms. Shaw. Well, GAO was in for practically a whole year before 
they took the Federal Student Aid programs off the high-risk list, 
and they studied us from top to bottom. 

Ms. Norton. But they were studying, of course, the very things 
you report in your testimony. 

Ms. Shaw. They studied — one of their particular focus points was 
around our work force management and how we were caring for 
our staff, growing our staff, focused on performance, focused on the 
challenges that face every agency with succession planning, the 
aging work force and planning for the future. They actually spent 
an incredible amount of time with us on that. 

And I don’t disagree with you, and I remarked to the chairman 
that we worked very diligently to do better with what we did have 
in terms of process, procedure, and program and systems. And I’m 
not going to deny it does take leadership, not only from me, but 
from every leader and manager in the Federal Student Aid Office; 
and for my office, that’s around 150 people. I meet with those peo- 
ple once a month, all together, and we talk about these kinds of 
things: How are we going to elevate our performance? How are we 
going to solve for this problem or that problem with what we have? 
How are we going to use the flexibilities that are afforded to us in 
a very smart and managed way and with purpose, with an end re- 
sult in mind, and be able to, of course, correct as we go to inform 
ourselves with things that maybe weren’t working so well? How are 
we going to change that? So it’s a combination of all of those things 
together, you’re absolutely right. 

Ms. Norton. Thank you. I think this neglected notion of how 
management transforms, rather than workers from the bottom up 
transforming agencies, could not be more important. And I don’t 
know the extent to which it’s reflected at all in our bill. 

I do have a question really out of — really to ask the experts who 
have been looking at this. With all due respect to you and the work 
you have done, because I think your work, Mr. Gould — and. I’m 
sorry, is it Mr. Stier — is very important to us to get, by people who 
think from outside the government. But you are not helping me 
enough to meet the intellectual challenges that I think we are 
posed with. 

Let me just put the hard question to you as far as I’m concerned. 
First you have to ask yourself why would anybody set up a system 
like this. Why would anybody set up a cumbersome, unwieldy sys- 
tem for hiring people, when we live in a market society and every- 
body else out here gets paid basically to the extent that they can? 
And of course, this is overblown, this whole notion that everybody 
in the private sector gets paid based on merit, and everybody sits 
down and goes through these exercises. But let’s leave that for a 
moment. Why are we in such a system? All of this talk about mar- 
ket-based doesn’t phase me at all, because I don’t work in that sys- 
tem. 



161 


If I ask myself these two hard questions, I come back with these 
answers. We have this system for this unique work force for two 
reasons: One, when there was a market-based system — if you will 
forgive me, before there was a Civil Service system, there was 
wholesale favoritism and fraud that so disgraced the government 
of the United States that the Civil Service system was created. Sec- 
ond, over the years, as a result of cases brought in the courts, the 
courts have been forced to face the fact that this is a system to 
which Constitutional protections of due process apply. 

Now, unless you can help me get through those two major issues, 
you can’t — the rest of this I already know and accept. Therefore, I 
need to know, giving you the two great challenges I see we face, 
how you would deal with a section of the present proposal, for ex- 
ample, that gives so much flexibility to pay that if an employee 
happens to be in the wrong pay pool, the pay pool which the super- 
visor has decided in his discretion it should not have, that group 
should not have the same kind of increases that others have, even 
though that person has worked their fanny off trying to hold up 
their end of the bargain. That person is out of luck. 

So if you can help me get through that, you would have helped 
me. Or if you can help me get through this, you have helped me. 
We’re talking about pay for performance. Now, we’re talking about 
pay for performance so far in a bill that would — and, again, the 
chairman could not be more right, it’s not a bill. We know what the 
administration has proposed, but we have not disposed yet; and the 
chairman is trying to find out what is the best way to do this. 

But look at what it would do. Performance on which your pay, 
your life, sir, depends, for all intents and purposes, not to mention 
you might be out of the government altogether based on this per- 
formance. That doesn’t have to be in writing, can be set — if the par- 
ticular supervisor decides, or the agency decides, it can be for the 
team, performance for the team, it can be for the organization; in 
fact, it can take any darn form you want it to take. 

Now, I’m talking about a 2 million work force Federal Govern- 
ment, and I’m talking about the structures we’re talking about, and 
you don’t help me unless you can help me get through those kinds 
of circumstances; because I guarantee you this, gentlemen, this sys- 
tem, as the administration has now given us, is a bonanza for law- 
yers, but it won’t do anything for the work force, because you’ll be 
litigating this over and over again. 

And I’d like your answers based on those two examples. 

Mr. Stier. Congresswoman Norton, system change alone is not 
going to fix our problems here. And as President Kelley said, imple- 
mentation issues are vital, and that is part and parcel of our rec- 
ommendations here; that we focus now, irrespective of any legisla- 
tion, on making sure that we help the Federal Government im- 
prove its performance by focusing on management capacity, on 
training development and a variety of other issues. That has to be 
dealt with here and now, and I think the function you’re perform- 
ing here in the oversight role will be also vital to making sure that 
the Federal Government gets the resources it needs and also fo- 
cuses the attention that it needs. 

Ms. Norton. Would you agree, for example, before you went to 
any system that said you can pay based on that, that you ought 
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to experiment with that in a sufficient number of folks before 
spreading it throughout the work force? Would you agree that be- 
fore you decided that there should be flexibility to pay performance, 
on which everything is based, could be any darn thing you say it 
should be at your discretion? Do you believe those things should be 
implemented only after it has been shown they produce fairness 
and that they survive due process constraints under which the gov- 
ernment of the United States, even its work force, must operate? 

Mr. Stier. I would agree with you 100 percent. I think the Work- 
ing for America Act does this. Agencies should not be given addi- 
tional authorities and additional flexibilities until they can show 
that they can use them effectively. And that is, I think, a very im- 
portant component of this legislation. 

You asked the question why would anyone set up the system 
that we have here today? And I would argue with you that all of 
the issues that you raised can be addressed in a very different sys- 
tem, a more streamlined system. I don’t think anyone set up this 
system, I think it grew topsy-turvy over time. I think it grew be- 
cause there wasn’t sufficient focus from the top of the house down 
on making sure we had a system that was enabling people inside 
government to do their jobs effectively. 

I think all of your concerns are absolutely legitimate in that 
there is no doubt that the public sector is a different environment 
than the private sector. There are different concerns and there are 
different needs, and it would be a mistake to believe that any sys- 
tem that is the best in the private sector could be translated fully, 
as is, into the public sector. 

That said, I believe there is enormous room in the existing sys- 
tem to permit Federal workers to be in an environment in which 
they are supported more, they’re rewarded more, not just finan- 
cially but in recognition for better work. I think that would enable 
Federal workers to do more and do better. I think there is enor- 
mous room to permit the system to allow it the flexibility to hire 
people at rates that reflect the overall talent war that’s out there. 

When the Federal Government is looking for people, it’s compet- 
ing against all other sorts of organizations and different sectors, 
and I think that’s what the Working for America Act should be de- 
signed to do. And I think there is room here for it to do that. 

I look forward — I think that there are individual places, a lot of 
places where it can be improved. I think that the chairman’s ques- 
tion to President Kelley is a great one. I believe that there is going 
to be unanimity that we can do better, and the real issue will be 
identifying ways to make that happen. 

Mr. Porter. Thank you very much. Mr. Gould. 

Mr. Gould. My view is the system was created 50 years ago 
when Frederick Taylor reigned, and the nature of the mission chal- 
lenges the government faces today have changed substantially: 
faster cycle times, greater threats, the evolution of terrorists in the 
world, plagues that can travel the globe in a matter of hours on an 
aircraft. We need people who think, act, and move differently in 
the system and a system that will support that. 

I offer that as a mission-base perspective at the same time that 
I acknowledge your very astute point on what part of the system 
do we need to preserve the merit-based components, protecting 
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from undue political influence, and recognizing the core fact that 
government is spending other people’s money, the taxpayers’ 
money. We’ve got to find a way to do that efficiently and effectively. 

Mr. Porter. Thank you. We just have a few moments left. 

Ms. Norton. I want to say, Mr. Chairman, that one thing that 
this hearing has done for me is to indicate where emphasis has to 
he. Certainly it’s not on these hottom-line notions, all that you have 
just said about the need for upgrading the system or changing even 
substantially a system after 50 years. You get everybody agreeing 
with that in the whole Congress, and that will get us nowhere. 

What in fact we need to do is, and Ms. Shaw has helped us im- 
mensely by showing us the difference between hiring where the 
flexibility does not implicate due process in nearly the same way, 
to some extent, but not nearly in the same way; that streamlining 
can work; and that you can use hiring as part of the overall sys- 
tem. 

But her testimony also shows us, and everybody needs to look at 
what she’s done, because she did it with what was in place. And 
no one here has talked about what is in place works good enough, 
or is all of that to be disposed of? So I would ask us to focus on 
two things, because those are really the only two things that mat- 
ter here: performance and how we measure that; and pay, and how 
you arrive at how pay is done. Everything else is secondary or ter- 
tiary. Thank you. 

Mr. Porter. Thank you very much. Mr. Van Hollen. 

Mr. Van Hollen. Thank you, Mr. Chairman. Thank you all for 
your testimony. 

Thank you, Mr. Stier, for what you do at the Partnership for 
Public Service to recognize the many achievements of our public 
employees. I thought that the reception that you had the other 
evening, recognizing those public employees, put exactly what we’re 
talking about here, the importance of the positive forward and the 
incredible achievements of so many of our public employees. 

So often, I think, to the American public you have this image of 
faceless bureaucrats, and I think that’s compounded by the fact 
that people often are critical of the Federal Government without 
knowing what they do and the complexity of the services they pro- 
vide. So I think that recognition is important, and I thank all of 
you for coming to testify in that spirit. 

I would also like, Ms. Shaw, to congratulate you on what you 
have been able to do, and part of what does come out of this con- 
versation is the leadership of the manager is important, and it’s 
also important to support the managers with the resources they 
need both in terms of training, so we have trained managers, and 
that they have the resources they need to provide the incentives 
that we need to deliver. 

We’re having this discussion outside sort of the whole budget 
process, but I think we all have to understand it’s easy to say we’re 
going to provide the resources, but I can tell you, around here pro- 
viding resources for this kind of critical function has been very dif- 
ficult to get. 

So I hope that everybody will be just as unified in calling for 
those additional resources and not supporting an effort that’s going 
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to go forward in a way that’s not done right. You need the re- 
sources to do it, and the testimony has reflected that. 

I’d just like to pursue a little bit what my colleague Ms. Norton, 
Representative Norton, was discussing with respect to the existing 
tools that are out there that would allow us, if they were put to 
better use, to get better results. I think that there are clearly areas 
for improvement. We need to be able to hire people more quickly. 
Doesn’t do anybody any good if people who want to join the Federal 
Government and offer their services and are qualifled, if they go 
somewhere because we can’t hire them quickly. 

Clearly, we need to compete with the private sector on salary in 
many, many areas, because we are losing expertise. I do think that 
we need to be able to provide managers to have clear criteria for 
their employees, the ability to reward employees, but I would 
just — here is an example I think sort of tests the system. 

There is a little department within the State Department, the 
Bureau of Intelligence and Research. You can’t measure them by 
what they produce in terms of how many student loans they grant 
or that kind of performance. They are measured in performance in 
terms of their ability to try to analyze what is going on around the 
world and provide an intelligent assessment and analysis of threats 
and that kind of thing. The Bureau of Intelligence and Research, 
if you look at the footnotes on various intelligence, national intel- 
ligence estimates, were among the people who said, with respect to 
Iraq, that there really wasn’t a great — a lot of evidence of weapons 
of mass destruction in Iraq. 

And I am not going to debate the Iraq War. I am just saying that 
is their job is to reach that conclusion. There was a little foot bur- 
ied in the national intelligent estimate. They did their work. They 
were skeptical. They did it at some risk to themselves in many 
cases because the whole politics of this were that we are going to 
find evidence. 

Well, I don’t think any of them, frankly, has been recognized or 
rewarded for the fact that they got it right and then you have 
George Tenet getting the Presidential Medal of Freedom, and he 
said it was a slam dunk case that there were weapons of mass de- 
struction. 

Now, this is the political environment that we operate in. And we 
need to have a system where those Federal employees, whether in 
INR or Department of Education, or wherever they may be, have 
the assurance that their work is being judged based on their per- 
formance and not being judged based on other considerations. 

Now we have a vast Federal Government. Some of it is done in 
a context that is not that political. But much of it is done in a con- 
text political. And whatever system we come up with has to be able 
to accommodate employees in both spectrums, or you are going to 
have to have separate systems, depending on the nature of the 
work. 

And so I just, as we go forward, and Representative Norton was 
talking about that, which is that part of the reason we have the 
existing system is to prevent people from being unfairly punished 
just because they have a different political perspective in certain 
jobs. 
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And many jobs, again, are outside that parallel. So I would just 
ask, with the system we have today, what more should we be 
doing, what are the existing authorities that people have that are 
not being taken advantage of? If we are not allowed to hire people 
quickly, we should change that, in my view. OK, if we can’t com- 
pete with the private sector, which we obviously can’t, we should 
change that. We can find common ground. 

But where are some areas in terms of pay for performance like 
the bonus system that are not being adequately used today to try 
and do the kinds of things that Ms. Shaw has been able to do 
under the existing system? And I would just throw that open to all 
of you. 

Mr. Gage. Well, there are a number of things. I have been advo- 
cating that we take a look at our career ladder system. And I don’t 
disagree with what anyone said about hiring. But once you’re in, 
what motivates Federal employees is not the within grade increase 
that everybody says is — I don’t know, people get unfairly or just for 
longevity. 

What motivates Federal employees is promotional opportunity, is 
to be able to do a good job and to really excel. And I see that just 
an agency that week I believe is saying one problem with their pay 
for performance is that people with a pay band did not have that 
incentive to work hard for a promotion. And I think that is an in- 
centive that really is overlooked by the whole pay banding. But you 
know to reward people, I think there is opportunity right now, Mr. 
Van Hollen, to reward the best and brightest. I don’t think that 
really is a problem to use the system that we have right now to 
reward the best and brightest. And if we want to change criteria 
from within grades, have at it, that’s fine. That is really not a prob- 
lem. I think that the pay for performance system and the experi- 
ments that we have seen so far are really apples and oranges com- 
pared to what this is. 

Some of these, most of these, and I look forward to seeing OPM’s 
paper on these things, but most of them have — the agencies have 
put supplemental money into it. People are getting actually more 
money under that system — under the experiment. I don’t think 
that is the same — that is contemplated in this proposal. 

I think too, that when you break down, and we had a hearing 
the other day in front of the Senate, and I thought there was pretty 
much of a consensus that in the Federal Government, one size does 
not fit all with many of our jobs. Pay for performance, for instance, 
in law enforcement, will not work. Can’t work. Kills that team- 
work. It just — no experiment has showed that it works. 

So I think it takes a lot of thought and to be very careful to try 
to extrapolate from some experiments that applies to scientists and 
take that down to our VA workers, our Social Security workers, 
whose job is much different than the jobs that were used in these 
experiments. 

Ms. Kelley. I would also suggest that the agencies do have au- 
thority to do some things today that they don’t make the maximum 
use out of, things like quality step increases to high performers. 
They are given out in most agencies in very small numbers. And 
there are no restrictions on that. They can give them as they see 
fit. Yes, they have to do it within their budget structure, they have 
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to be able to fund those. But those are recognitions that are seen 
and recognized across the Federal work force when they are given. 
But they are given so rarely. 

There are also opportunities for managers to provide manage- 
ment awards. And they have the discretion to do that. Because we 
see them not implementing that very much, in many of our nego- 
tiated rings, NTU has negotiated award agreements with agencies 
so that there are known criteria for what employees would need to 
see in a performance evaluation to know that they would then be 
eligible for, or not eligible for an award under the negotiated sys- 
tem. And we have done that because left to the discretion of the 
agencies, they just do not use these things the way they should. 

Are they, you know, the be all and end all? Would it solve all the 
problems of the current system? Of course not. But there are two 
things right there that are within their discretion that they do not 
use. 

And someone last week at a hearing said that everyone gets 
quality step increases. Well, I can tell you that is absolutely not 
true. We have looked at numbers across agencies where NTU rep- 
resents and the percentages of employees who receive these are 
very small. And there is no consistency across agencies. Some will 
give as high as 5 or 10 percent of the work force, and others will 
give less than 1 percent. We have worked with some of our agen- 
cies in an effort to have them raised to more of an average govern- 
ment level. Even though we don’t think there is a magic number, 
we think that if an employee is told if they do A, B and C, and that 
is what they need to be to excel, and they excel, then they should 
expect that recognition and reward at the end. 

I agree it is not just about money, but it is about compensation 
and it is about recognition among the work force. It is about pro- 
motional opportunities, about detail opportunities, about temporary 
promotions, about creating new jobs that will allow these employ- 
ees to use the skills that they have shown that they have and can 
excel at. 

And all of these things are available to every agency today with 
no limits on them at all, and yet they are not used. 

Ms. Shaw. If I may add, we do use all of those things that were 
just mentioned in Federal Student Aid. And in fact, we used exist- 
ing performance management system at the Department; it is 
called Ed Pass. It is a five-tier system from highest performance 
being outstanding, lowest being not acceptable. We have spent the 
first 2 years of my tenure really focused and talking about perform- 
ance and educating the work force, including management, training 
management, what does it mean to have a sound, understandable, 
measurable performance plan? How do you as a manager, evaluate 
that performance fairly and accurately with that employee-based 
process that is currently in place? 

And then what we believe in, in the Department of Eederal Stu- 
dent Aid, is we want to reward the highest performance to the 
maximum extent we possibly can. Our average outstanding per- 
former on this recent review cycle received an average of $6,000 
cash award. I don’t know if that is high compared to other agencies 
or not, but we told our performers, if you perform in an outstand- 
ing manner, we are going to be fair and we are going to reward 



167 


you. And we have done just that. And people respond. And it is not 
just about money. They do respond. 

We are doing incredible work. And people want us to be fair and 
they do want us to recognize their performance. And that is what 
we are about. 

Mr. Styles. I think revamping some of the processes as well, 
when you talk about QSIs, different agencies have different meth- 
odologies for providing the QSIs. And I think that, you know, you 
keep hearing me going to funding, funding, funding. Even if you go 
to pay for performance, if you don’t provide the funding, you’re 
going to undermine the system before you even get there. 

If you talk about market-based pay, if I could just jump to there 
for a second. For us to take GS-11 and 12 brackets and put them 
together and call them a pay band, and then 13 and 14 and make 
them a pay band, that is all well and good, especially at the hiring 
levels where it gives you a little more of an opportunity to hire peo- 
ple at different levels. But if you don’t raise the top level, if the 
GS-14 step 10 or GS-12 step 10 remains the same as it is today, 
you have not created a market-based pay system unless you put 
into effect FEPCA, if you really want to come down to it. 

If you do not have those levels within those market areas equal 
to, how can you possibly go out and recruit those folks using a mar- 
ket-based pay? Did I make any sense with that? All I am saying 
is to name it something, without providing that essential tool, 
which happens to be the dollars, and the benefit program that we 
have in place, then you’re not going to accomplish anything by 
doing that. 

Ms. Kelley. If I can add one other thing that I hear over and 
over, and in my experience, front line managers share many of the 
same issue with front line employees. That is where the rubber 
meets the road. That is where the work gets done. And they very 
often, the front line manager wants to recognize the front line em- 
ployee. They want to give them a QSI or they want to give them 
a cash award. And then what they run into is lack of support from 
above. 

I have had employees tell me that they were nominated for QSI 
and their manager said they were told they could only put in one 
per group. Well, what if you have three top performers, three out- 
standing performers? Putting caps like that is not pay for perform- 
ance. That is exactly the kind of thing that will give no credibility 
to a system. And that happens every day today where front line 
managers who see the work and recognize the top performers, and 
who should be recognized and rewarded so they can motivate as 
well as reward, are not being supported in their efforts, whether 
it is about training, whether it is about support commitment, fund- 
ing whatever it is, those front line managers are really in a posi- 
tion where they cannot do what they recognize needs to be done on 
behalf of the front line employees. 

And I don’t doubt that it happens to them too, but I can just tell 
you that I see it between the front line managers and front line 
employees all the time, that the front line managers are in a very, 
very difficult position and not being given the training and support 
and funding to do what they know is the right thing. 
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Mr. Porter. Appreciate your comments. We are out of time. Mr. 
Van Hollen. 

Ms. Norton. Would the gentleman yield to me? I just want to 
because I think something very important has happened here. You 
know, in this last discussion, I think we have learned that there 
are more than the devil in the details, that the solution to much 
of this may lie in the details. 

You were telling me stuff, you know, I didn’t know, and I find 
it very informative. Because, first, when my colleague asked about 
quality staff increases, my first notion I said to him, do you know 
why anybody would do it? And this discussion — by the way, Ms. 
Kelley, I can see reasons why there would be some limits on it, you 
know, wherein the front office has to deal with the agency’s total 
budget, I can see where there might be great variations, and I am 
sure you can see circumstances in which that would happen. But 
I am driven back, as I listened to you, to a hypothesis, that despite 
Ms. Shaw’s experience, and again, she is a gold star performer, 
where she has been able to do very substantial quality step in- 
creases, apparently, without getting morale problems within the 
agency. 

Let’s assume that, at least. I am driven back to the risk that the 
manager takes by presuming to do so in a system, again, bound by 
due process, where everybody compares to everybody else under the 
law, where there is, in place, no standard, even a rough one, to 
guide that manager, and so the manager sees what she wants to 
do and she does it. She is taking a great risk. And the burden is 
on the Congress to help the 0PM come to some way to harness this 
so it can be used. 

Mr. Porter. Thank you, Ms. Norton. 

Mr. Van Hollen. I want to thank you all you for your testimony. 
I think this was a hearing where lots of good ideas came out. I 
think the transcript will be something that we will all want to read 
as we go over this. And we welcome obviously your continuing 
input. Thank you, Mr. Chairman. 

Mr. Porter. Thank you very much. I appreciate you all being 
here. We had some diverse opinions, but all taken in a positive 
sense. I would hope that as we picked on you, Ms. Shaw, today, in 
a positive way, we would like to make sure that your successes 
would be the rule and not the exception. And it appears that there 
are managers that are afraid to take — or afraid they are not going 
to have support. There are leaders that have troubles with existing 
systems. So we want to make sure that yours is the rule and not 
the exception. Thank you all very much and all Members will be 
able to submit additional questions. And they can submit them for 
the record. I want to thank you all for being here today. The meet- 
ing is adjourned. 

[Whereupon, at 12:14 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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The Honorable Jeff Flake 

House Governmeot Reform Subcommittee on the Federal Workforce 
Hearing on the Working for America Act (WFAA) 

Wednesday, October 5, 200S 

Chairman Porter, Ranking Member Davis and Members of the House Federal 
Workforce and Agency Organization Subcommittee; 

Thank you for inviting me to testify on the merits of the Working for America Act 
(WFAA). At a time of national emergency and increased federal spending, it is 
irresponsible to not seek to make the federal workforce more efEcient and effective. 1 
believe that the WFAA establishes new incentives that will not only improve the morale 
of federal workers, but will, in the long run, maximize taxpayer dollars. In essence, we 
will be buying more productivity with less money. 

Most of us agree that the current General Schedule civil service system based on 
the government of 1950, which was comprised largely of clerks, has become outdated in 
today’s modem workforce. The workforce has changed, and the way that workers are 
compensated must be changed as well. There must be a system in place to differentiate 
between employees who perform at or above expectations from those who do not. The 
federal government has a limited amount of money and time to provide the services it has 
been charged with. Colleen Kelly of the National Treasury Employees Union (NTEU) 
has stated that leaders, not systems, improve performance. Well, effective leaders invest 
where the payback in the highest, and that is with employees who meet or exceed 
expectations. Americans want a federal government they can trust to perform effectively 
by encouraging meritocracy within, not a system that promotes poor performers and 
breeds mediocrity. 

Some have said that merit pay is unfair because it is always corrupted by office 
politics. It is true that a perfect system does not exist. Luckily, cases of abuse can be 
prevented by a candid, clear-cut performance system, with defined expectations, goals, 
and timelines, and a program of consistent appraisals. Most importantly, and I think this 
is something easily forgotten, is that under the WFAA, the Office of Peisomiel and 
Management (0PM) must certify that each agency is ready to switch fix>m the current 
General Schedule system to performance-based pay. OPM must ensure that each agency 
establishes a link between the agency’s strategic plan and their performance management 
system. They are the human resources department of the federal government and play a 
key role throughout this process. Ensuring that adequate agency resources are allocated 
for the design, implementation and administration of their performance management 
system is also necessary. I believe that transforming administrative budgets of the 
agencies into line-item appropriations would be a positive step to ensure this funding is 
there. 


I have also heard the federal employee unions say that merit pay pits people 
against one another and undermines teamwork. Our own Arizona Diamondbacks 
function perfectly well as a team with a very transparent system of merit pay. Stars are 
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rewarded handsomely and underperformers are asked not to come back the next season. 
And, just like federal employees, players' salaries are very public. Some team members 
make $10 million a year, and others wearing the same uniform make the Major League 
minimum of $300,000, And yet everyone pulls together for the ream to win. In game 
seven of the 2001 World Series, I am sure Luis Gonzalez’s single to left field which 
brought Jay Bell home felt good, but I am sure it felt a lot better to him because it meant 
that the Diamondbacks beat the Yankees to become the quickest expansion team ever to 
win a World Series. Without question, Gonzales loves to excel for his own sake. But I 
am sure it is always more fim and exciting when his team wins. No doubt, this takes 
great leadership and a well-communicated and understood system of rules and 
regulations. 

The WFAA would make modest, commonsense changes in the federal labor 
relations statute to clarify essential management prerogatives, while also preserving the 
important role and rights of unions in the federal labor relations system. It is important to 
note that bargaining would still be required before an agency could act, but only when the 
effect of a proposed management action is foreseeable, substantial and significant. This 
standard is similar to that used by the private sector today. 

Bargaining would not be required over any aspect of a pay system. Employee 
input would be obtained through a 30-day "meet and confer" period following publication 
of the proposed pay-for-performance system in the Federal Register, and collaWation 
would continue as implementing directives are proposed. This alternative to bargaining 
would allow agencies to develop consistent programs allowing for agency-wide 
application, but also important flexibility for local needs. Additionally, union input 
would be obtained more quickly by avoiding lengthy delays caused by bargaining 
disputes. 

Bargaining would also not be required over management action necessary to carry 
out the agency mission during an emergency, or to prepare for, practice for, or prevent 
any emergency. This would give agencies the flexibility to conduct unaimounced 
simulations to ensure emergency preparedness. As we have seen in the aftermath of 
Hurricane Katrina, in a state of emergency we do not have time to cut through red tape. 

Lastly, the WFAA authorizes the establishment of a streamlined and consolidated 
one-stop-shop process for effectively resolving collective bargaining disputes. This 
consolidated approach would provide more timely resolution of bargaining disputes, 
rather than the current system, which holds up the implementation of new policies, 
procedures, or collective bargaining agreements for one year or more as the parties work 
their way through these multiple roadblocks. 

I firmly believe that the federal government will run more efficiently, and 
employees will be treated more fairly, if the WFAA reforms are enacted. The time has 
come to promote a personnel system that mirrors the market and requires management 
and employees to work together to achieve the same goals. 

Thank you again. Chairman Porter, for allowing me the opportunity to stress the 
importance of moving ahead with the Working for America Act. 
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Mom, Apple Pie, and Working for America: Accountability 
and Rewards for the Federal Workforce 

Subcommittee on the Federal Workforce and Agency Organization 
Chairman Jon C. Porter 


October S, 2005 


PANEL 2 

Linda Springer, Director, Office of Personnel Management 
1 . J would like you to clear up some misperceptions: 

a. Are the Working for America Act provisions identical to the authorities 
provided to DHS and DoD? 

No, there are important differences between these two agency-specific 
human resources systems and the Governmentwide provisions contained in 
the proposed Working for America Act (WFAA). In terms of merit system 
principles, veterans’ preference, faith in our workforce, managerial 
accountability, and respect for stakeholders, they all share the same firm 
commitment. However, in terms of process, structure, and substance, 
there are some distinct differences. Instead of waiving provisions of title 5, 
United States Code, requiring the Office of Personnel Management (OPM) 
to hold meet-and-confer sessions with those agencies and their unions, and 
requiring OPM and those agencies to jointly prescribe the new human 
resources system, WFAA would explicitly amend title 5, requiring that 
OPM certify the readiness of agencies before they can implement pay for 
performance, and provide for agency-union collaboration in implementing 
the system. In terms of structure, WFAA retains the Merit Systems 
Protection Board and the Federal Labor Relations Authority (FLRA) 
while streamlining some of their processes. In terms of substance, WFAA 
makes only modest changes in labor relations, adverse actions, and appeals 
laws. Finally, WFAA includes some staffiug flexibilities, as does the DOD 
system, whereas the DHS system has no additional authority. 

b. Is WFAA giving OPM authority to waive provisions in title 5? 

No. As indicated above, WFAA would amend title 5, making explicit 
changes, rather than permit broad waivers of it. However, OPM would 
retain the authority to waive certain provisions of title 5 in accordance 
with chapter 47 covering demonstration projects. 

c. Will any employee lose pay because of conversion to the new pay system 
established under the authority of WFAA? 
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No employee’s pay will be reduced as a result of converting to the new 
system. 

2. Why is it important to move forward on civil service reform for the rest of 
government, before the results of the DHS and NSPS experiences are fully known? 

It is urgent that we modernize civil service processes that do not spend 
taxpayers’ dollars wisely, do not hold managers accountable, do not fairly 
compensate employees, and do not treat employees fairly. While DHS and 
DOD have urgent national security missions, other agencies have urgent 
domestic missions such as caring for the aged, holding schools accountable, 
protecting public health, supporting the Nation’s infrastructure, and ensuring 
energy sufficiency. WFAA ensures that change would begin to happen one 
agency at a time, since each agency’s readiness would be certified by OPM. 

Also, DHS and DOD are implementing different reforms than are proposed in 
WFAA, some less complex agencies are better prepared to implement reforms 
today than DHS and DOD, and reform implementation depends on how 
individual agencies implement the changes; success at one agency is relatively 
independent of success or failure at other agencies. 

3. Last week, the Chairman of the Senate Homeland Security and Governmental 
Affairs Committee said the administration "would have done well to focus on what 
was working well" in current pilot projects and alternative pay methods "before 
proceeding to transform" the departments of Defense and Homeland Security. 

What is your view? 

The legislation authorizing new human resources flexibilities in DOD and DHS 
and the systems they are developing, as well as the reforms proposed in 
WFAA, are based on the lessons learned in the Government’s demonstration 
projects, which have been going on for some 25 years. 

4. Would it be more useful to look at an agency-by-agency solution rather than a 
comprehensive framework for performance pay? 

Actually, WFAA does both. It provides for an agency-by-agency process of 
rigorous certification by OPM within a comprehensive framework for 
performance pay. However, to proceed with a congressional authorization 
process of one agency at a time risks further fragmentation of the civil service 
system through breakout efforts by agencies to obtain their own flexibilities 
through their own authorizing committees in order to be competitive or to get 
a competitive advantage. 

5. In his statement, Mr. Walker indicated that OPM’s capacity to carry out the 
Working for America Act needs to be monitored. Is OPM prepared in terms of 
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staff, budget, and other resources to effectively perform its responsibilities under 
the Working for America Act? If not, what do you need? 

We are confident we will have the resources we need to implement WFAA 
when and if legislation is enacted. Given the complex and long-term effort to 
implement WFAA, there will definitely be additional responsibilities. OPM’s 
work with DHS and DOD, our ongoing work with all agencies on human 
capital leadership, and our certification responsibilities for agency executive 
appraisal systems provide a solid basis from which OPM can lead this change 
process. In addition, OPM will be able to leverage the lessons learned from its 
oversight and evaluation responsibilities related to demonstration projects and 
the ongoing work being done with DHS and DOD to shorten the period of 
implementation and obtain economies of scale in implementing a 
performance-oriented system, agency by agency. 

6. How large is the task of training supervisors to leave the General Schedule and 
convert to new pay systems? 

Any time a large-scale system is changed, such as a pay system, training and 
ongoing communication are required for supervisors and employees. Agencies 
are responsible for providing that training, and OPM provides support and 
guidance. For example, when an agency changes its performance 
management system, it must train its supervisors and employees on the new 
system. Many agencies are already investing in improving their systems and 
have undertaken extensive training efforts. When GSA, Interior, and 
Transportation moved from pass/fail appraisal systems to multiple-level 
systems, they trained all supervisors and employees on the new systems. The 
GSA training was based on OPM’s guidance, the Handbook for Measuring 
Employee Performance. The agencies used a combination of contractor 
classroom training, satellite broadcasts, Web-based training, and other in- 
house training and briefings. DHS and DOD also are investing heavily in 
training their supervisors and managers in their new performance 
management and pay systems. Training plays a large role in ensuring the 
effectiveness of the new systems. 

As agencies migrate to new systems, OPM supports performance-oriented pay 
and management training efforts in a variety of ways: (1) providing a 
performance management competency model for agencies to use as a guide for 
developing supervisory training; (2) developing an on-line training course for 
supervisors on establishing employee performance plans that align with 
organizational goals, include credible measures of performance, and focus on 
achieving results; (3) developing an on-line course for supervisors on 
enhancing performance and addressing and resolving poor performance; and 
(4) providing guidance, tools, briefings, conferences, training, and other 
effective methods for supporting agencies in their move to performance- 
oriented pay. 
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7. Does the Working for America Act give OPM the authority to waive the labor- 
management relations provisions of title 5? 


No. 


8. In relationship to the authority granted to DHS and DoD to set up new personnel 
systems, how extensively does the Working for America Act affect the labor- 
management relations provisions of title 5? 

The WFAA amendments would not create a new labor-management relations 
system but rather authorize the Chairman of the FLRA to streamline the 
process for resolving bargaining disputes. WFAA aiso makes modest 
substantive changes, many of which are grounded in case law, to apply the 
experience gained from 25 years under the Federal labor relations iaw enacted 
as part of the Civii Service Reform Act of 1978. Case law, however, can 
change, and one can And third-party decisions on the same issue, based on 
similar facts, that reach opposite conelusions. WFAA’s amendments would 
have a stabilizing effect on Federal seetor labor-management relations. 

9. For example, the Working for America Act redefines the term "grievance" and 
"emergency" in chapter 71 of title 5: How extensively do these changes affect 
employee rights, and why are the changes necessary? 

These specific changes would not have a large impact on employee rights. The 
amendment to the definition of “grievance” codifies case law from the U.S. 
Court of Appeals for the District of Columbia which the FLRA currently 
follows. However, case law can change, and this amendment would ensure 
stability in this area of labor-management relations. This amendment aiso 
would clarify that although many aspects of pay may be grieved, 
management’s pay determinations made in accordance with an agency- 
specific performance adjustment plan certified by OPM would not be 
grievable. This change is necessary to implement an effective pay-for- 
performance system by precluding arbitrators from determining an 
employee’s pay. 

WFAA would provide a statutory definition of “emergency” for the first time 
in chapter 71. The definition would clarify the kinds of events, or potential 
events that would constitute an emergency under chapter 71 and is narrowly 
tailored to circumstances in which immediate action is required to carry out 
critical or essential agency functions. It would exclude resource shortages 
driven by new mission requirements or budget exigencies related solely to 
agency management actions. The intent is to strike the right balance between 
management’s need to take immediate action in narrowly defined 
circumstances and employees’ right to bargain collectively. 
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United States Government Accountability Office 
Washington, DC 20548 


Comptroller General 
of the United States 


December 1, 2005 

The Honorable Jon C. Porter 
Chairman 

Subcommittee on Federal Workforce and Agency Organization 
Committee on Government Reform 
House of Representatives 

Subject: Posthearing Questions Related to the Administration 's Draft Proposed 
Working for America Act 

Dear Chairman Porter: 

On October 6, 2006, 1 testified before your subcommittee at a hearing entitled “Mom, 
Apple Pie, and Working for America: Accountability and Rewards for the Federal 
Workforce.”' This letter responds to your request that I provide answers to follow-up 
questions from the hearing. The questions, along with my responses, follow. 

1. Based on your previous testimony before this Subcommittee and your 
testimony today, I think it is fair to say that you are a supporter of 
performance-based pay, as long as there are appropriate performance 
appraisal systems and safeguards in place to ensure the system is 
transparent and fair. Would you agree? 

Yes, as I stated in my testimony, I strongly support expanding pay reform in the 
federal government I believe that implementing more market-based and 
performance-oriented pay systems is both doable and desirable. Specifically, pay 
increases should no longer be treated as an entitlement but should be based on 
employees’ contributions to their organizations’ missions and goals. Nevertheless, as 
discussed at a symposium recently held at GAO, organizations’ experiences show that 
the shift to more market-based and performance-oriented pay must be part of a 
broader strategy of change management and performance improvement initiatives.* 
More market-based and performance-oriented pay is only one part-albeit a critical 
one-of a larger effort to improve the performance of an organization. In addition, 
appropriate systems and safeguards need to be in place to help ensure 
implementation of an effective, credible and more market-based and performance- 
oriented pay system. 


’ GAO, Human Capital: Preliminaiy Observations on the Administration 's Draft Proposed “ Working for 
^ericaAct, GAO-06-142T (Washington, D.C.: Oct 5, 2006). 

* GAO, Human Capital: Symposium on Designing and Managing Market-Based and More Performance- 
Oriented Pay Systems, GAO-05.832SP (Washington, D.C.: July 27, 2005). 
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2. You have expressed concerns that the Office of Personnel Management’s 
(OPM) capacity to implement the Working for America Act needs to be 
monitored. In your opinion, what resources wiU OPM need to carry out its 
responsibilities under the Working for America Act? 

OPM should play a key leadership and oversight role in helping individual agencies 
and the government as a whole work towards overcoming a broad range of human 
capital challenges. At the request of the Senate Committee on Homeland Security 
and Governmental Affairs and its Subcommittee on Oversight of Government 
Management, the Federal Workforce, and the District of Columbia, we have begun to 
assess OPM’s current capacity to lead a broad-based, govemmentwide human capital 
reform effort, including providing appropriate assistance to federal agencies as they 
revise their human capital systems and conducting effective monitoring of any related 
reform implementation efforts. 

As I observed in my testimony, OPM’s internal management challenges could affect 
its ability to take on additional responsibilities such as those outlined in the draft 
proposed Working for America Act, as well as under other govemmentwide human 
capital initiatives. For example, OPM reported in its June 2001 workforce analysis 
that 4.2 percent of its employees (about 123 per year), on average, were projected to 
retire each year over the next 10 years, and the largest percentage of projected 
retirements, about 8 percent each year, would come from members of its Senior 
Executive Service. OPM’s expected retirement rate for its workforce overall is more 
than the govemmentwide annual retirement rate of 2 percent that we identified in a 
report issued in 2001. ’ Leading organizations use succession planning and 
management to identify the skills and knowledge required to achieve their goals.' 
Effective succession planning and management could help OPM strengthen both its 
current and future organizational capacity. 

3. I think that GAO’s pay-for-performance system is a good example of how a 
successful system of performance-based pay can be implemented. What 
aspects of GAO’s system would be useful examples for us to consider for the 
Working for America Act proposal? 

Given our goal and commitment to lead by example in ali major management areas, 
we believe that the federal government could benefit from GAO’s experience with 
human capital reforms. Among the valuable lessons GAO has to share with other 
federal agencies are to use validated core competencies; build in safeguards to help 
ensure consistency, fairness, credibility and transparency; and involve employees in 
the design, implementation and evaluation of the performance management system. 

Validated core competencies are a key part of evaluating individual contributions to 
organizational results. Competencies define the skills and supporting behaviors that 
individuals are expected to demonstrate and can provide a fuller picture of an 


’ GAO, Federal Employee Eetirements: Expected Increase over the Next 5 Years Illustrates Need for 
Workforce Planning, GAO-01-609 (Washington, D.C.: Apr. 27, 2001). 

* GAO, Human Capital: Selected Agencies Have Opportunities to Enhance Existing Succession 
Planning and Management Efforts, GA04)6-585 (Washington, D.C.: June 30, 2006). 
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individual’s performance. At GAO, we have a set of core competencies with detailed 
performance standards that are documented in writing. Employees validated the 
competencies, which address areas such as achieving results, communicating orally 
and in writing, and developing people. The performance standards for each 
competency describe the behaviors required to merit a rating of “meets expectations" 
or “role model." Such documentation helps to ensure transparency, consistency, and 
clarity in communicating performance expectations to the analyst community. 

GAO’s performance management system has built in numerous safeguards. Among 
these safeguards are multiple levels of review to ensure consistency and fairness in 
the process and resulting decisions. Specifically, before performance ratings are 
finalized, they receive second-level reviews, typically by a senior executive within the 
employee’s team to check if raters have consistently and reasonably applied the 
performance standards. Subsequently, the Human Capital Office and the Office of 
Opportunity and Inclusiveness review the performance ratings and pay decisions 
across all of GAO to determine whether there are any irregularities or potential 
adverse impacts to be addressed. To further help ensure consistency in ratings and in 
applying performance standards within and across GAO’s teams, we implemented 
standardized rating scores (SRS) for employees for the first time in the fiscal year 
2004 performance appraisal cycle. The SRS indicates the employee’s position relative 
to the average rating of that employee’s team. Employees in different teams with the 
same SRS have the same relative performance and if they are paid within applicable 
competitive compensation ranges, receive the same percentage of performance-based 
compensation. Employees’ SRS and the midpoint for their pay range are key factors 
in calculating their performance-based compensation for that year. 

Finally, we actively involve employees to help improve their confidence and belief in 
the fairness of the system. For example, we are continually working with employees 
to identify the best way to communicate the SRS information as part of GAO’s 
ongoing commitment to employee feedback on the new system and transparency 
about pay decisions. We involve employees through informal focus groups, task 
teams, and town hall meetings, among other ways. It is my impression, based on 
employee feedback, that GAO has made significant strides in ilaying the significant 
initial concerns expressed by employees by involving them in the design, 
implementation and evaluation of these initiatives. 

4. Specifically, how would you improve the Working for America Act? 

As I testified. Congress should make pay and performance management reforms the 
first step in any govemmentwide reforms. Selected federal agencies have been 
implementing more market-based and performance-oriented pay for some time — 
some organizations for well over a decade — and thus they have built a body of 
experience and knowledge about what works well and what does not that allows the 
sharing of lessons learned. On the other hand, the federal government has had far 
less experience with changes regarding labor management relations and adverse 
actions and appeais. Congress has granted the Departments of Homeland Security 
and Defense related new authorities in these areas and may wish to monitor the 
implementation of those authorities, including lessons learned, before moving 
forward for the rest of the federal government. 
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In the short term, Congress should consider selected and targeted actions to continue 
to accelerate the momentum to make strategic human capital management the 
centerpiece of the government’s overall transformation effort. One option may be to 
provide agencies one-time, targeted investments that are not built into agencies’ 
bases for future year budget requests, through a central fund such as the Human 
Capital Performance Fund. Such a fund has merit and could help agencies build the 
necessary infrastructure to implement a more market-based, performance-oriented 
pay system. Congress should also consider potential legislative changes to allow 
cash bonuses that would otherwise be included as base pay increases to be 
calculated toward retirement and thrift savings benefits (for example, by specifically 
factoring bonuses into the employee’s basic pay for purposes of calculating the 
employee’s “high-S” for retirement benefits and making contributions to the thrift 
savings plan). 

For additional information on our work on strategic human capital management, 
please contact J. Christopher Mihm, Managing Director, Strategic Issues, at 512-6806 
or mihir\j@gao.gov. 


— 


David M. Walker 
Comptroller General 
of the United States 
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